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Postal Services Le Comité de réexamen 
Review Committee du service postal 


Suite 500 

473 Albert Street 
Ottawa, Ontario 
K1R SB4 


Mr. Donald H. Lander, 

President and Chief Executive Officer 
Canada Post Corporation 

Sir Alexander Campbell Building 
Confederation Heights 

Ottawa, Ontario 

K1A OB1 


Dear Mr. Lander: 


In accordance with the request of the Minister responsible for Canada 
Post Corporation, the Postal Services Review Committee has reviewed, as outlined in 
Bill C-149, the proposed regulation changes published by the Canada Post Corporation 
in the Canada Gazette of July 22, 1989. 


AS my letter of August 9, 1989 to you indicated, the information 
supplied by the Corporation in support of its proposals was insufficient to allow the 
Committee to base its recommendations regarding the proposals on an assessment 
according to all of the public interest criteria identified in Bill C-149. The Committee 
appreciates the responses to requests for additional information provided by the 
Corporation. However, these responses did not remedy the major deficiencies in the 
Corporation’s initial filing. 


Because of this, we cannot conclude that the proposed rates are fair and 
reasonable, or are consistent with the encouragement of fair competition with other like 
services or with the operation of an efficient and competitive postal service. However, 
we recognize that the Corporation requires increased revenues if it is to achieve, within 
a reasonable time, the goal of financial self-sufficiency set out in the government’s April 
1989 budget. 


The Committee also wishes to note, however, that while Canada Post 
has improved its services to satisfy the needs of large-volume mail users, the level of 
service for some Canadian households and smaller businesses has diminished. It is the 
view of the Committee that Canada Post can better serve all Canadians and still meet 
its objective of financial self-sufficiency. 


AS a result, the Committee supports the proposed changes in rates in 


order that the Corporation, as a first priority, improve service to households and small 
business customers while continuing towards achieving financial self-sufficiency. 
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With respect to the other proposed changes in regulations, the 
Committee supports the changes or revocations regarding: 


° Intelpost, Envoypost and Telepost; 

° Standard Letter Size; 

° Prohibited Mail; 

° Postage Meter Regulations; 

° Sections 16(3), 17, 26 and 27 of the International Letter-post 
Items Regulations; and 

° Minor wording and housekeeping changes. 


The Committee does not support the proposed changes or revocations 


regarding: 
° Parcel Mail; 
° Money Orders; 
° Incentive Letter Mail; 
° Christmas Greeting Cards; 
° International Aerogrammes; 
° Armed Forces Mail; 
° Insurance with Proof of Delivery; 
° Undeliverable First Class Mail; 
° Certified Mail; 
° Registered Mail; 
° Money Packets; 
° Hold Mail Service; 
° Special Handling Service; 
° Definition of Packets; 
° Postal Code items; and 
° Rates for Undeliverable and Redirected Mail set by agreement. 


The Committee’s considerations, conclusions and detailed 
recommendations are attached. 


Yours sincerely, 


LMS Cpa 


Alan R. Marchment, Chairman 
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Donald E. Curren 
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EXECUTIVE SUMMARY 


In the Canada Gazette of July 22, 1989, Canada Post Corporation published proposals for 
changes in regulations under the Canada Post Corporation Act which would become effective on 
January 1, 1990. These proposals include revisions to rates, revocation of regulations, changes 
to product features or terms and conditions of service, and a large number of technical, 
housekeeping and other wording changes. 


In accordance with a request of the Minister responsible for Canada Post Corporation, the 
Postal Services Review Committee has reviewed Canada Post’s proposals. The Committee was 
established by the Minister on June 27, 1988, in anticipation of a permanent Board as proposed 
in Bill C-149. This legislation received first reading in the House of Commons on August 15, 
1988. Bill C-149 serves as the guideline for the Committee’s review. 


Bill C-149 directs the Committee, in reviewing proposed changes in regulations, to have regard 
to the public interest, including the public interest in the provision of services satisfactory to 
users and similar with respect to communities of similar size; the operation of an efficient and 
competitive postal service; the operation of the Corporation on a financially self-sustaining basis; 
fair and reasonable rates; and the provision and extension of postal services in a manner that 
encourages fair competition with other like services. 


In August and September 1989, the Committee held public consultations in seven cities. The 
Committee also received letters of comment on the proposals from individuals and 
organizations. 


The Committee issued Interim Rules regarding Requirements for Information from Canada Post 
Corporation and posed a large number of additional questions in the course of its review. 
Responses filed by Canada Post were insufficient to allow interested parties to fully participate 
in the review of the proposed changes and the Committee to fulfill its mandate as intended by 
Bill C-149. 


The Committee accepts that an appropriate definition of financial self-sufficiency includes 
recovery of the cost of capital at a rate comparable to a company of similar size and similar 
objectives operating in the private sector. The Committee believes that adopting such a 
definition will encourage fair competition, fair rates and a more efficient use of resources. 


The Committee firmly believes that a better balance can be achieved between the objectives of 
attaining financial self-sufficiency and of providing improved service to all Canadians. While, in 
its drive towards profitability, Canada Post has worked hard to improve service to its major 
customers, some households and small businesses are experiencing a deterioration in service, 
resulting in inequities. There certainly is room for improving the general quality of service, 
notably by broadening the range of communities and types of mail to which delivery 
commitments apply and by increasing the speed of delivery. 


Based on the need to improve service and to achieve financial self-sufficiency, the Committee 
recommends in favour of the proposed rate changes. Due to the lack of sufficient information, 
the Committee cannot base its approval on a favourable assessment of fairness and 
reasonableness of the proposed rates, or on their consistency with fairness of competition with 
other like services and with an efficient and competitive postal service. 
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The Committee has concluded that services may be offered outside regulations under the 
Canada Post Corporation Act if there exists effective competition in the supply of such services. 
The Committee notes that a number of services currently offered outside of regulations fall 
under Canada Post’s exclusive privilege, as do a number of services which the Corporation 
proposes to deregulate. The Committee recommends a thorough review of Canada Post’s 
unregulated services, with the objective of aligning the absence of regulation under the Canada 
Post Corporation Act with the presence of effective competition. 


In accordance with the criterion of the existence of effective competition, the Committee 
recommends in favour of the proposed deregulation of electronic mail products. The 
Committee recommends against the proposed deregulation of counter parcels, money orders, 
incentive letter mail, Christmas greeting cards, international aerogrammes and Armed Forces 
mail. The Committee also recommends that Canada Post’s new Special Lettermail be regulated. 


The Committee recommends that certified mail, the indemnity provisions for registered mail and 
the option to register parcels not be abolished, nor should money packet service to the U.S. or 
special handling service to foreign destinations. 


The Committee agrees with the proposed changes to the dimensions of standard letters, to the 
Prohibited Mail regulations and to the method of payment for letter carrier presort advertising 
mail. The Committee recommends against the deletion of the definition of the postal code 
from the regulations. 


CHAPTER I 


INTRODUCTION 


This chapter presents some background information on: 


° the Postal Services Review Committee; 
. Canada Post Corporation’s proposals; and 
° the review process followed. 

A. THE COMMITTEE 


On June 27, 1988, the Minister responsible for Canada Post Corporation 
announced the creation of the Postal Services Review Committee (the 
Committee). The government indicated its intention to establish a Postal 
Services Review Board as a permanent, independent national board to review 
Canada Post Corporation’s plans for rates and services, and a network of local 
Customer Councils to provide customer feedback directly to regional managers 
of Canada Post. The Committee was created to perform the full functions 
envisaged for the Board until the necessary legislation could be put in place. 


In establishing the review agency, the Minister asserted that 


"The Board’s recommendations will carry the weight and credibility that 
only an impartial, fully-informed body can bring to public discussion," 


and noted that 


"It will mark . . . the crossover point to an era in which the users and 
providers of postal service can work together to build the postal system 
we all want and need." 


The members of the Committee, who represent a variety of regions and 
backgrounds, are Alan R. Marchment, Chairman of the Committee, 

Sally A. Hall, Claude Senneville, Donald E. Curren and Norman S. Gregory. 
Biographical information on each of the members may be found in Appendix 1. 


Bill C-149 to establish the Postal Services Review Board was given first reading 
in the House of Commons on August 15, 1988. Parliament was dissolved before 
this bill could be passed; however, the bill is the guideline for the Committee’s 
mandate, pending the enactment of legislation to establish the Board. 


The purposes of Bill C-149, as stated in Section 3, are to: 


"... establish a process of independent review of the rates and services 
of Canada Post Corporation and to increase user participation in the 
review of postal rates and services in order to promote the development 
of efficient and competitive postal service that meets the needs of 
Canadians, at fair and reasonable rates, by establishing . . . an 
independent, national body whose duty is to hold public hearings and 
make recommendations on proposed changes in postal rates, major 
service proposals and any other matters referred to it by the 

Minister . . ." 


Section 15(2) of the Bill specifies public interest criteria that the Committee 
must take into consideration in carrying out its duties. These criteria include: 


(a) the provision of services satisfactory to users and similar with respect to 
communities of the same size; 


(b) the operation of an efficient and competitive postal service, including 
the appropriate utilization of human resources; 


(c) the operation of the Corporation on a financially self-sustaining basis; 
(d) fair and reasonable rates; and 
(e) the provision and extension of postal services in a manner that 


encourages fair competition with other like services. 


The Committee has used these criteria as the framework for its review of 
Canada Post’s proposed regulations. 


CANADA POST CORPORATION’S PROPOSAL 


On July 22, 1989, Canada Post published, in the Canada Gazette, the 
Corporation’s proposed changes in regulations. The changes are intended to 
take effect on January 1, 1990. This is the first set of proposals which the 
Committee has had the duty to review. 


The proposal encompasses a large number of changes to the Corporation’s 
regulations under the Canada Post Corporation Act. The major types of changes 
are: 


° Rate Changes: alterations to the rates which the Corporation charges 
for regulated mail products. The products affected are summarized in 
Table 1. 


TABLE 1 


PRODUCTS AFFECTED BY CHANGES IN REGULATED RATES 
PROPOSED BY CANADA POST* 
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RATE INCREASE 


Letters 
° Domestic letters 
° Letters and postcards to foreign destinations 


Publications Mail 


° Printed papers to foreign destinations 
(surface and air) 
° Domestic undeliverable second class mail not bearing 


endorsement that return postage will be paid 


Addressed Admail 


° Addressed admail 
° Endorsement of forwarding address 
Packets 


Small packets to foreign destinations (surface and air) 
° Letter packets to foreign destinations 
° Domestic money packets 


Special Services 


° COD, the first $100 or less of cash to be collected 
° Registered mail to foreign destinations 

° Acknowledgments of receipt of registered mail 

° Forwarding to addressee of a deficient postage item 


RATE DECREASE 
Special Services 


° Temporary redirection of mail - additional four-month 
periods 


nd Details of proposed rate changes are given in Appendix 2. 


* Revocation of Regulations: products or product features would be taken out of 
Canada Post’s regulations, so that changes in their rates and terms and 
conditions would no longer be subject to government approval. In some 
instances, the intent is to abolish the product or product feature. These 
changes are summarized in Table 2. 


¢ Other Changes: changes to product features, or terms and conditions of service, 
other than rate changes or revocations. These are summarized in Table 3. 


In addition, a number of technical, housekeeping and other wording changes is 
proposed. 


TABLE 2 


PRODUCTS AFFECTED BY REVOCATION OF REGULATIONS 
PROPOSED BY CANADA POST 


Proposals for Product Deregulation 
¢ Counter Parcels — 

¢ Money Orders 

¢ Electronic Mail 

¢ Incentive Letter Mail 

¢ Christmas Greeting Cards 

e International Aerogrammes 

e Armed Forces Mail 

e Insurance with Proof of Delivery 


e Undeliverable Domestic First Class Mail 


Proposals for Product/Service Elimination 

¢ Certified Mail 

¢ Indemnity for Registered Mail 

¢ Registration of Parcels 

¢ Money Packets to U.S. 

¢ Amendment to the Contents of Money Packets 


¢ Increase in the minimum value of some Money Packets 


TABLE 3 


OTHER CHANGES IN REGULATIONS PROPOSED BY CANADA POST 


Products Affected 


First Class Mail 


Materials for the Use 
of the Blind 


Prohibited Mail 


Hold Mail Service 


Letter Carrier 
Presort Addressed 
Admail 


International Mail 


Postal Code 


Miscellaneous 


Proposed Changes 


Increase in maximum width of standard and 
non-standard mail from 14 cm to 15 cm for domestic 
and U.S. 


Increase in minimum allowable size from 10 x 7 cm 
to 14x 9 cm x 0.18 mm 
Addition of "officially" to "recognized institution" 


Rewritten regulations, renamed Non-mailable Matter 


Exclusion of unaddressed admail from Hold Mail 
Service 


Change in method of payment by postage meter rate 
impression 


Increase in weight limit of combined mailings of printed 
papers and small packets from 500 g to 1 kg 

Mailing of a letter together with a small packet or a 
packet of printed papers to certain foreign destinations 
no longer allowed 

Elimination of special handling service to certain foreign 
destinations 

Amendment to definition of "packets" 


Deletion of definition 
Making obligatory its inclusion at a particular location 
on all standard mail 


Various consequential amendments and minor technical, 
housekeeping and other wording changes 
Setting of rates by agreement 


THE REVIEW PROCESS 
In tabling the legislation to establish the Board, the Minister indicated that 


"This system will be a totally open process. Every proposal, 
recommendation and response will be public." 


Bill C-149 allows 120 days, from the day Canada Post sends its proposal to the 
Committee, for the Committee to hold a public hearing into the merits of the 
proposal and to send its recommendations to the Corporation. In view of the 
limited time available, the Committee set out its basic information requirements 
prior to the start of the review process. A formal set of Interim Rules Regarding 
Requirements for Information from Canada Post Corporation (Interim Rules) was 
prepared by the Committee, in consultation with Canada Post. 


The Committee’s information requirements are comprehensive, not only because 
of the broad scope of the public interest as defined in section 15(2) of Bill 
C-149, but also because of the requirement in section 23 that the Committee’s 
recommendations include "the reasons on which they are based and an 
assessment of their financial implications for the Corporation.” Equally, if the 
public is to participate in the review process, it is necessary to disclose sufficient 
information for interested parties to make reasoned judgements. 


On July 28, 1989, in response to the Committee’s Interim Rules, Canada Post 
formally submitted to the Committee information in support of its proposed 
changes. This material was made available to the public through Canada Post’s 
nine divisional offices and major post offices in six other locations, ensuring that 
at least one copy was available for public viewing in each province and territory 
in Canada. As well, a copy for the public record was maintained at the 
Committee’s office in Ottawa. While some of this material was responsive to 
the Committee’s stated information requirements, a large gap remained. The 
implications of this deficiency are further discussed in Chapter II. 


The Committee also sent additional questions to Canada Post in an effort to 
help clarify the proposed changes and the underlying rationale. 


To provide notice to Canadians of the review process, the Committee issued, 
through advertisements in 128 newspapers across Canada, a public notice of 
Canada Post’s proposed changes, inviting comment from interested parties. A 
copy of the Notice is provided in Appendix 3. 


Public consultations in August and September provided the public with an 
opportunity for oral presentations to the Committee in Halifax, Montreal, 
Winnipeg, Edmonton, Vancouver, Toronto and Ottawa. A list of parties who 
appeared before the Committee is included as Appendix 4. In addition, letters 
of comment were received from a total of fifty-six interested parties who did not 
wish to make an oral presentation before the Committee. Canada Post 
requested and received an opportunity to appear before the Committee at its 
final consultation in Ottawa on September 12, 1989. 


The Committee appreciates the participation of the public through letters, 
written briefs and presentations at the public consultations. 


CHAPTER II 


INFORMATION REQUIRED FROM AND PROVIDED BY CANADA POST 


A. INTRODUCTION 


Section 21 of Bill C-149 is quite explicit in setting expectations about the 
obligation of Canada Post to provide information: 


Section 


"(1) The Corporation shall, as soon as possible, provide to the Board 
any document or information in the Corporation’s possession that the 
Board may request for the purpose of fulfilling its duties. 


(2) Where the Corporation does not comply with a request by the 
Board for any document or information, the Board may draw any 
conclusions from the non-compliance that to it appear reasonable in 
making recommendations under this Act." 


23 of Bill C-149 states: 


"In making recommendations to the Corporation under this Act, the 
Board shall include in its recommendations the reasons on which they 


are based and an assessment of their financial implications for the 
Corporation" (emphasis added). 


This chapter highlights the Committee’s inability to assess the financial and 
other implications of the Corporation’s proposals because of the inadequacy of 
the information provided. 


B. INFORMATION REQUIREMENTS 


The Committee fully realized that Canada Post had never been subjected to the 
kind of review envisaged by Bill C-149 and that the Corporation still may not 
be in a position to provide the type and quality of information which could be 
expected in a mature review relationship. The information requirements 
specified in the Committee’s Interim Rules were designed with this in mind. 


The information requested of Canada Post was designed to facilitate the public 
consultation and review process. It would provide, among other matters, 
answers to questions regarding the fairness and reasonableness of rates and any 
possible cross-subsidization between products. 


Information requested included projections with and without implementation of 
the planned rate changes. 
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INFORMATION PROVIDED BY CANADA POST 


Much of the information submitted by Canada Post at the time of filing of its 
proposals was already in the public domain and, therefore, did not add 
substantially to the review process. Other information could be interpreted as a 
response to the information requirements specified by the Committee, but large 
gaps remained. 


In its oral submission on September 12, 1989, the Corporation stated its 
fundamental disagreement with the approach to information requirements 
adopted by the Committee. It felt that the Interim Rules went beyond what the 
Committee was set up to review and that, after an initial filing, further areas of 
interest could be pursued as required. The Corporation did not provide specific 
reasons for not supplying information identified in the Interim Rules. 


Even taking into account the responses to additional questions posed by the 
Committee, major deficiencies in the information existed, including the 
following: 


1. Volume, cost and revenue information for regulated products was 
incomplete. 


Volume, cost and revenue information supplied for regulated products 
was significantly less detailed than the Committee had requested. 


No volumes, costs or revenues were provided for products, such as 
incentive letter mail, which Canada Post proposes to deregulate. 
Without such information the public or the Committee cannot 
adequately gauge the impact of the proposed changes. It is not possible 
to conclude whether these products are now or may in the future be 
cross-subsidized by revenues from products which would remain 
regulated. 


No information was supplied on specific product volumes, costs or 
revenues which would be realized if the proposed rate changes were not 
implemented. The public and the Committee are, therefore, unable to 
determine what the financial impact would be on the Corporation if any 
particular rate were changed in a way different from what Canada Post 
proposes. 
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Volume, cost and revenue information for unregulated products was 
inadequate. 


Fairness and reasonableness of regulated rates is intrinsically linked to 
fairness and reasonableness of unregulated rates. Much of Canada 
Post’s revenue is derived from unregulated services which fall under its 
exclusive privilege or from markets where it has a near-monopoly 
position. In addition, the existence of regulated products typically 
creates unique cost advantages for the offering of unregulated products 
because many of Canada Post’s costs are interdependent. There is, 
therefore, a need to review the costs and revenues pertaining to the 
Corporation’s unregulated service offerings. 


Volume, cost and revenue information for unregulated products was 
only supplied for an aggregate, which included products which Canada 
Post proposes to deregulate.” As a result, critical tests for cross- 
subsidization of currently unregulated products and of products 
proposed for deregulation cannot be performed. 


A first test in determining whether unregulated rates are fair and 
reasonable is whether, as a group, the revenues derived from 
unregulated products cover their incremental cost and provide a fair 
contribution towards covering overhead costs. 


A second test is whether specific unregulated product lines cover their 
incremental costs and provide a fair contribution. The logical necessity 
for such a second test stems from the interdependence of product costs 
across regulated and unregulated products. It is reinforced by the fact 
that some unregulated products have substantial monopoly power and 
by the reference, in section 15(2) of Bill C-149, to "fair competition 
with other like services." Clearly, a test for fairness of competition 
cannot be performed at a level which groups together products which 
are not “alike.” 


Canada Post provided information pertaining to the first test. It 
purports to show that the revenues from unregulated products 
(including products proposed to be deregulated) cover their attributed 
costs and provide a margin comparable to regulated products. Canada 
Post asserted that this demonstration should satisfy the Committee’s 
review requirements. 


One section of the Interim Rules requested volumes, costs and revenues 
for each product specified in a Schedule attached to the Rules. In 
addition, two sections requested revenues and margins over cost, 
distinguishing between concessionary, other regulated and unregulated 
components for each product as defined in the Schedule; it was for 
purposes of these two sections only that "unregulated" was to be defined 
as including products proposed for deregulation. 


is 


The Committee does not agree that such a test is sufficient, since it 
does not allow the Committee and the public to adequately assess 
whether or not specific Canada Post products are being cross-subsidized. 


Canada Post also provided cost and revenue information for the 
aggregate of all "competitive" products (which includes both regulated 
and unregulated products). This information suggests that, up to 1988- 
89, in contrast to exclusive privilege products, revenues from 
"competitive" products were not covering their attributed costs. In the 
current year, the margin over costs for "competitive" products is 
expected to be 1.3%, rising to 7.4% in 1990-91. (The margins for 
exclusive privilege products are expected to be 28% and 29% 
respectively.) These results reinforce the need for a more detailed 
scrutiny of Canada Post’s unregulated and "competitive" product 
offerings. 


Costing information supplied was inadequate. 


The methodology employed in identifying costs attributed to specific 
products was described in a lengthy study prepared for Canada Post by 
the consulting firm Thorne Ernst & Whinney (the Thorne report). The 
study and a letter of opinion by the consultants were submitted as part 
of Canada Post’s supporting documentation. However, the results of 
the product attribution exercise were not submitted, except at the 
inadequately high level of aggregation referred to above. 


The letter of opinion accompanying the Thorne report concluded that 
the methodology was reasonable, "given the current state of evolution of 
product costing at Canada Post." This qualification renders the opinion 
virtually meaningless for purposes of the Committee’s review mandate. 
The report itself avoided any assessment of the reliability of the data 
employed and of the results obtained. 


The Committee has carefully reviewed the Thorne report and agrees 
with much of the general approach employed in attributing costs to 
specific products. At the same time, however, the report brings to light 
the significant deficiencies in Canada Post’s costing procedures. The key 
deficiencies relate to the reliability of the input data, the timeliness of 
the analysis, and the lack of adherence to the fundamental concept of 
incremental cost. Appendix 5 further elaborates upon these deficiencies. 


The deficiencies in the methodology and the absence of detailed results 
render the costing information supplied of little value. The public and 
the Committee can, therefore, not conclude that rates are fair and 
reasonable or are consistent with fair competition. 
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Rationale for specific rate changes and proposals for deregulation were 
either absent or extremely general. 


Virtually no specific rationale was provided for proposed changes in 
regulated rates. There was virtually no reference to rate design 
principles. 


The rationale submitted for the proposed removal of products from 
regulations was vague and devoid of specifics. Further questions posed 
by the Committee elicited little response of substance. 


The dearth of rationale and the substantial scope of the proposed 
deregulations resulted in the Committee commissioning its own research 
in order to assess whether there was a prima facie case for the proposed 
deregulations. 


The inadequacy of Canada Post’s supplied information regarding the 
proposed deregulations and the results of the research commissioned by 
the Committee are discussed further in Chapter IV. 


No economic evaluation studies of major service changes or of planned 
investments were submitted. 


No economic evaluations were submitted for programs which may have 
a significant impact on the quality of service offered to Canada Post’s 
customers. The public or the Committee can, therefore, make no 
assessment of the trade-offs between cost savings and the quality of 
service. 


No economic evaluation studies were supplied which would help justify 
the expenditures over the next five years of about $2.4 billion in capital 
investment and extraordinary restructuring costs. 


Without access to economic evaluation studies of major investment 
expenditures, the Committee is severely hampered in its review of the 
Corporation’s efficiency, quality of service and financial self-sufficiency 
as mandated by Bill C-149. Canada Post’s massive capital and 
extraordinary restructuring expenditure programs will have a significant 
impact on future productivity, depreciation and amortization charges, 
cash and revenue requirements, maintenance costs, and asset 
replacement requirements. Without a financial justification of these 
investments, the Committee cannot adequately assess the claimed | 
revenue requirements and cannot conclude whether future operations 
will be more efficient and competitive as a result of these expenditures. 
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Indicators of efficiency and productivity improvement were inadequate. 


Canada Post’s Annual Report and Summary of the Corporate Plan show 
two measures of operational productivity improvement and an overall 
indication of the cost savings expected from efficiency programs. No 
significant elaboration of this or other information on productivity 
improvement was submitted. 


The reported measures (on letter carrier and mail processing 
productivity) are limited in scope and do not necessarily reflect true 
productivity improvements, because changes in mail mix and 
employment of contracted labour are not taken into account. Canada 
Post does not appear to have specific plans for remedying the 
shortcomings in its productivity measures, even though well established 
methodologies for doing so are available. 


The inadequacies in productivity measurement render it impossible for 
the public and the Committee to judge to what extent improvements in 
productivity could be translated into improved service, lower rates or 
improved profitability. 


Results of opinion surveys on perceived quality of service were not 
submitted. 


Beyond what was already in the public domain, results and 
methodologies of opinion polls on user perception of major services or 
on the Corporation’s general performance were not supplied. Canada 
Post’s survey results would have provided the public and the Committee 
with invaluable insights into public satisfaction with delivery 
performance standards and other critical aspects of the perceived quality 
of service. 


Canada Post’s continued refusal to provide such results may require the 
Committee to initiate its own surveys in the future. 


CONCLUSIONS AND RECOMMENDATION 


This first experience with the review process has demonstrated that it will only 
be as effective as the government originally envisaged if the public and the 
Committee are provided with sufficient information upon which to base 
judgements about the financial and service implications of Canada Post’s 
proposed changes. When the Minister announced the creation of the 
Committee, he expressed the intent that it 


"look not just at services and at the rates charged for them - but at. 
services and rates as a package” 
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and that recommendations of the Committee 


"will be accompanied by price tags - and/or estimates of the savings to 
be realized." 


Clearly, this intent has not been met for reasons of lack of adequate 
information. 
Conclusions 


° The achievement of the objectives of Bill C-149 will largely depend on 
the quality and credibility of the information provided by Canada Post. 


° Deficiencies in information have limited the ability of the public to 
participate and the Committee to perform an effective review as 
intended by Bill C-149. 


Recommendation 
The Committee recommends that: 
(1) In order to achieve the objectives set out in sections 3 and 23, 
and consistent with section 21 of Bill C-149, future proposals 


submitted by Canada Post respond explicitly to the information 
requirements specified by the Committee. 
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CHAPTER III 


PROPOSED RATE CHANGES 


To explain its judgement about the proposed rates, the Committee offers observations 


on: 


corporate objectives; 


financial self-sufficiency/revenue requirements, and 


changes in the quality of service. 


CORPORATE OBJECTIVES 


The balance between competing objectives of service and financial self- 
sufficiency is forced into perspective by rate issues. 


The Act establishing the Canada Post Corporation in 1981 specified the 
following set of goals (section 5(2)): 


"While maintaining basic customary postal service, the Corporation, in 
carrying Out its objects, shall have regard to: 


a) 


b) 


c) 


d) 


€) 


the desirability of improving and extending its products and 
services in light of developments in the field of communications; 


the need to conduct its operations on a self-sustaining financial 
basis while providing a standard of service that will meet the 
needs of the people of Canada and that is similar with respect 
to communities of the same size; 


the need to conduct its operations in such manner as will best 
provide for the security of mail; 


the desirability of utilizing the human resources of the 
Corporation in a manner that will both attain the objects of the 
Corporation and ensure the commitment and dedication of its 
employees to the attainment of those objects; and 


the need to maintain a corporate identity program approved by 
the Governor in Council that reflects the role of the 
Corporation as an institution of the Government of Canada." 
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In its first Annual Report, the Crown corporation indicated that it had 
adopted three primary objectives, which are consistent with the Canada 
Post Corporation Act: 


° to improve service; 


° to develop a better climate in human relations within the 
organization; and 


° to achieve financial self-sufficiency. 


The Committee is of the opinion that a balance among these competing 
objectives can be reached. Ideally, achieving a balance involves 
reconciling the perspectives of the public, the Corporation and the 
government into a national understanding, consensus and commitment. 


B. FINANCIAL SELF-SUFFICIENCY 


1. The Changing Definition of Financial Self-Sufficiency 


The Canada Post Corporation Act imposes on Canada Post a mandate to 
operate on a "self-sustaining financial basis" (section 5(2)(b)). The 
meaning of that term, however, is not defined in the Act and is, 
therefore, open to interpretation. In their appearances before the 
Committee, some parties interpreted "self-sustaining financial basis" to 
mean that Canada Post should essentially recover all its costs of 
operation, that is, operate on a break-even basis. 


For many years, the Post Office Department had operated in an 
environment where revenues from operations were substantially less 
than costs. The Department received large infusions from the 
government in order to continue operations. When Canada Post was 
first incorporated into a Crown corporation, the then Minister of 
Finance directed Canada Post to break even by 1986. In light of the 
substantial losses which the Corporation was incurring, this seemed a 
reasonable goal for the Corporation at that time. 


Once Canada Post surpassed break-even and recorded a profit in 1988- 
89, the government announced a new financial direction for Canada 
Post. In its April 1989 budget, it directed Canada Post to adopt a 
target rate of return on equity by 1993-94 which would be appropriate 
for a company of similar size and comparable objectives operating in 
the private sector. 
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Canada Post’s most recent Corporate Plan Summary reflects the new 
direction given by the federal government. In support of this direction, 
Canada Post submitted the results of a study undertaken on its behalf 
by S.G. Warburg Securities and RBC Dominion Securities (the Warburg 
study). 


The major financial targets recommended by the Warburg study are: 


° a return on equity in the 14% to 15% range; 
° a debt to equity ratio in the range of 45% to 65%; and 
° a dividend payout ratio in the range of 35% to 45% of profit. 


The Committee notes that Canada Post has evolved into a commercially 
oriented and profit-conscious company. Canada Post claims that some 
25% of its current revenues are derived from products which have direct 
private sector competition. In light of these circumstances, the 
Committee considered whether the definition of financial self-sufficiency 
for Canada Post should be in line with one used in the private sector. 


A private sector definition of financial self-sufficiency would mean the 
recovery of all operating costs, including the cost of capital. The 
Committee believes that adopting such a definition will lead to: 


Fair competition: If Canada Post does not have a cost of 
capital, then there is no level playing field with private sector 
competitors. Canada Post would have an unfair competitive 
advantage. 


Fair rates: If rates do not include the cost of capital, then 
Canada Post benefits from an indirect subsidy from the federal 
government which has provided it with capital free of charge. 


The government has. funded Canada Post’s capital through its 
tax revenues; therefore, the general tax-paying population 
indirectly subsidizes users of the postal system. Users other 
than households currently account for 85% of Canada Post’s 
revenues. As a result, users other than households are the 
major recipients of any such continuing, indirect government 
subsidy. 


A more efficient use of resources: As price is the key 
determinant in the use of a resource, any free resource will tend 
to be used in a less than optimal manner. As a result, if 
capital does not have a cost to Canada Post, then the discipline 
comparable to one imposed by financial markets may be absent 
from Canada Post’s decision-making process. 
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Conclusion 

\ 
The Committee agrees that Canada Post should adopt a definition of 
financial self-sufficiency which is similar to that used in the private 
sector. The Committee endorses the setting of financial standards 
because of the operating disciplines such standards impose on the 
Corporation. 


Achieving Financial Self-Sufficiency 


According to its current Corporate Plan, Canada Post expects to achieve 
financial self-sufficiency by 1993-94. The plan is based on a 
combination of rate increases, cost reductions and business growth. 


The totality of rate increases planned for implementation on January 1, 
1990 would produce $17 million of additional revenue in 1989-90 and 
an additional $72 million in 1990-91. 


The rate changes submitted for review by the Committee pertain only to 
regulated products which would remain regulated. These rate changes 
would result in additional revenues of $7.8 million in 1989-90 and a 
further $32 million in 1990-91. 


The Committee estimates that, if the rate increases submitted for review 
are not implemented, the projected profit in 1993-94 would be reduced 
by approximately $67 million . This would reduce the rate of return on 
equity from the projected 14% to 10%. 


Conclusion 


The Committee acknowledges that the proposed rate increases are 
required to achieve financial self-sufficiency by 1993-94, if no further 
improvements are achieved beyond the estimated levels included in the 
Corporation’s five-year plan. 


Includes interest expense resulting from a requirement to borrow funds 
so as to maintain a minimum $100 million cash balance. 
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C: QUALITY OF SERVICE 


1. 


Changes in the Quality of Service 


At the same time that Canada Post is progressing towards achieving 
financial self-sufficiency, universal access to postal services for some 
Canadians has diminished. While the Corporation has started to earn a 
profit, the question is: How? and, At what cost? Or, as one presenter 
before the Committee said, "Canadian consumers are being asked to pay 
more and more for less... While there have been some 
improvements, we feel they have been made often at the cost of 
service." 


Canada Post estimates that some 85% of the Corporation’s revenue is 
derived from business, government and other non-personal mail; over 
one-half of that mail stems from the thousand largest mailers. 
Understandably, in its drive towards profitability, the Corporation has 
worked hard at improving service to its major customers. 


On the other hand, certain cost savings and "efficiency gains" are the 
direct result of policies aimed at cutting costs through altering service to 
the public. Those most directly affected are households and small 
business customers, and the most visible examples are the Community 
Mail Box (previously referred to as "Supermailbox") program and rural 
and urban conversions. 


The Community Mail Box (CMB) program, introduced in 1985, today 
sees some 250,000 addresses in non-rural Canada receive their mail 
through a CMB. This figure represents just over 2% of all addresses in 
Canada. 


This compares with the approximately 54% of addresses that receive 
door-to-door delivery. According to Canada Post’s Corporate Plan, new 
growth in urban and suburban areas will be served by installation of 
CMBs. 


While the Committee appreciates that the language of section 5(2)(b) of 
the Canada Post Corporation Act ("providing a standard of service .. . 
that is similar with respect to communities of the same size") need not 
mean that service must be identical, it must take issue with a service 
change that results in clearly inequitable service for a portion of Canada 
Post’s customers. 


The Committee heard during the public consultations of cases of 
obvious inequity in service to customers within the same urban 
community. These situations should be rectified. In addition, 
alternatives to CMBs, including an extension of door-to-door delivery, 
should be explored by Canada Post. 
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The case of rural conversion is another example where service has been 
altered to achieve cost savings for the Corporation but which has 
resulted in reduced service to a portion of Canada Post’s customers. 


The rural conversion program, which was launched in 1987, has affected 
319 communities to date. Most of these, 246, involved "converting" 
rural post offices to postal facilities in retail businesses in the same 
community. In these cases it could be argued that, as with similar 
"conversions" in urban areas, Canada Post now offers equal or better 
service, in the sense that postal services are likely accessible over longer 
periods of the day. 


With respect to both rural and urban conversions, however, concerns 
were expressed during the public consultations that staff in a retail 
outlet may not be sufficiently well-trained and that security of the mail 
may be at risk. The Corporation should address both issues, 
particularly the issue of security, which is specifically referred to in 
section 5(2)(c) of the Canada Post Corporation Act. 


Some postal users, however, have been undeniably disadvantaged by the 
rural conversion program. 


These are households in small rural communities where a post office 
closure has resulted in a requirement for local residents to travel to a 
neighbouring community (as much as 58 km distant) in order to obtain 
counter services. Such closure and relocation occurs, according to 
Canada Post, when "a community is unwilling or unable to support a 
local retail outlet." To date, 66 communities representing some 3,500 
households have been affected by this type of reduction in service. 
Canada Post refers to these as "isolated cases"; however, the figures in 
Table 4 illustrate that this type of "conversion" has had an adverse 
impact on customers across the country. 


The Corporation initiated the rural conversion program "to increase, in 
the most cost-effective manner, access by (its) customers to (its) 
services." In contrast to this declaration, access to postal service has 
been reduced in the 66 communities cited above. 


While Canada Post maintains local delivery (through Group Boxes and 
other delivery modes) in the affected communities, customers have been 
forced to travel to neighbouring towns to receive postal services that 
previously existed within their own community. 


The Committee is deeply concerned that these changes, which have 
reduced the level of service for some rural residents, continue to be 
implemented. Canada Post has acknowledged that the savings to date 
from all 319 rural conversions "have not been material." The 
Corporation could, therefore, readily modify its planned activities 
without adverse impact on its goal of financial self-sufficiency. 
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TABLE 4 


RELOCATION OF POSTAL SERVICE AS A RESULT OF 
RURAL CONVERSION 


No. of 
Communities Distance from No. of Households 
Province Affected Relocated Service Affected 
Range Average Range Average 
(Km) (Km) 
Newfoundland 3 5- 9 7 19 - 62 37 
Nova Scotia 8 =e} 6 35 - 190 79 
New Brunswick 1 6 6 12 12 
Quebec 3 D-a 18 6 32, = IDA) 75 
Ontario 11 4-18 10 3 - 109 49 
Manitoba 6 7-18 10 Sr 90 44 
Saskatchewan 9 9 - 24 15 12a 70 43 
Alberta 21 9 - 58 23 10 - 108 51 
British Columbia 4 8 - 40 14 7 - 200 WS 
Total No. of Total No. 
Communities of Households 
Affected 66 Affected ; 3,578 


Source: Canada Post response to PSRC Question No. 56. 


25 


During the public consultations, the Committee heard other examples of 
how postal service has deteriorated or, at least, not improved as Canada 
Post has moved towards profitability. The example of delivery 
performance was cited repeatedly by ordinary Canadians. 


The delivery performance achievement as reported quarterly for Canada 
Post by the firm of Ernst & Young (previously Clarkson Gordon) 
currently indicates a 96% "on-time" mail delivery for "properly prepared 
first class letter mail." There need not be a contradiction between 
results such as these and the comments received by the Committee. 


While the Ernst & Young figures do indicate that Canada Post is 
coming close to its 99% delivery performance objective, the audit only 
monitors letter mail between 24 major urban centres. This volume 
represents less than 80% of first class letter mail or about one-half of 
all addressed mail. Any letter mail which either originates or is 
destined outside these major urban centres, or which is not "properly 
prepared,"" is not included in the Surveys and is not publicly reported 
upon. A more representative monitoring of mail delivery performance 
would require an expanded survey coverage," both in terms of the 
number of products and the number of cities included. 


If the Ernst & Young figures are indicative of the Corporation meeting 
its commitment on the delivery of letter mail, then it would now be 
appropriate for the Corporation to tighten the standards. There is 
evidence that this is a realistic goal, as Canada Post has publicly stated 
that over 80% of local letter mail delivery is achieved the "next day." In 
moving towards improved standards, the Corporation could consider a 
two-tier formula that aimed at having, for example, a certain percentage 
of local mail delivered by Day 1 and the remainder by Day 2. 


Conclusion 


The Corporation’s commitment to the objective of financial self- 
sufficiency and what appears to have been the Corporation’s 
concentration on improved service to large-volume mailers has, and 
continues to cause, service reductions primarily affecting households and 
small businesses. There is room for eliminating service inequities and 
for improving service, without putting undue strain on the Corporation’s 
financial requirements. 


"Properly prepared" mail requires the use of correct postage, correct 
postal codes, an acceptably formatted address (which may be 
handwritten) and an acceptable size of envelope. 


Canada Post has indicated that the Clarkson Gordon (now Ernst & 
Young) surveys in fact cover a wider range of products and of 
communities than is publicly reported upon. 
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Balancing Corporate Objectives 


The Committee is not suggesting that Canada Post return to a deficit 
situation in trying to "serve the public" because this would merely serve 
as a form of indirect taxation and could be quite inefficient. But rather, 
as it moves towards its goal of financial self-sufficiency, service should 
not be sacrificed in order to achieve the status of a commercial 
enterprise concerned solely (or primarily) with financial self-sufficiency. 


It is quite normal for private sector corporations to concentrate on 
providing superior service to their major customers. The difference with 
Canada Post, however, is that it has a mandate and, for a large part of 
its business, a monopoly to serve all of its users. Therefore, Canada 
Post must not lose sight of this very significant portion of its customers 
when setting performance goals for the organization. 


The Committee is concerned that the rate increase requested by Canada 
Post will not primarily be used to improve service, but rather to 
improve its profit. The proposal submitted by the Corporation, while 
indicating that the rate increase is required to achieve its goal of 
financial self-sufficiency by 1993-94, does not indicate that service would 
be improved. Canada Post’s Summary of the Corporate Plan indicates 
that the Corporation projects profits of $102 million for 1990-91, 
increasing to $278 million by 1993-94. Despite this projected profit, the 
Corporation’s plans are to continue reducing services to some of its 
customers. 


Canada Post should balance the two objectives of financial self- 
sufficiency and service to its customers. With regard to the latter, the 
Corporation should set a balance between satisfying the needs and 
requirements of large-volume mail users and those of Canadians at 
large. 


It is clear from the public consultations that large-volume mailers view 
themselves as the mainstay of Canada Post’s business, covering the bulk 
of operational costs. This has evolved over time and the implication of 
this evolution, as One major mail user stated, is that "the social 
requirement [that] was an important element in the early years of postal 
services . . . [has] been overtaken by the commercial element." To small 
businesses and households, however, the "service to citizens of Canada" 
is being changed at their expense. Consumer representatives applauded 
"the Corporation’s efforts to improve its operational effectiveness and 
decrease the cost, but not at the expense of quality of service." 


As one small-business owner, who had been denied the same breaks in 
mail rates offered by Canada Post to "the big corporations,” put it: 
"Somebody is paying very heavily for [self-sufficiency] and I believe 
[small businesses] are.” 
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It is quite clear that the exclusive privilege granted to the Corporation 
carries with it an obligation to serve. As most Canadians have no 
alternative but to rely on Canada Post for most of their mailing needs, 
the Corporation’s primary obligation should be to provide adequate 
service to all Canadians even though this may have an impact on its 
goal of earning a 14% rate of return on equity by 1993-94. 


Conclusion 


The financial targets and operational priorities of Canada Post should 
recognize the need to provide adequate service to all Canadians as 
specified in Section 5 of the Canada Post Corporation Act. 


RECOMMENDATION 


After careful review of the information available, it is the Committee’s view 
that: 


° Denial of the rate increase for regulated products would not severely 
affect Canada Post’s financial stability. It would, however, adversely 
impact on the Corporation’s goal of earning a rate of return on equity 
of 14-15% by 1993-94. 


° Canada Post’s Corporate Plan Summary indicates no provision to use 
any portion of the requested rate increase to make significant 
improvements to the quality of service provided to householders and 
small businesses, certain segments of whom have been faced with less 
service while paying more for postal services. 


° Any major improvement in service has a cost implication which, 
depending upon the additional services provided, could delay achieving 
the financial self-sufficiency goal beyond the date currently forecast in 
the Corporate Plan. 


The Committee, therefore, recommends that: 


(2) The proposed rate increases be allowed in order that Canada 
Post may, as a first priority, improve service to households and 
small business customers while, at the same time, continuing on 
its course towards financial self-sufficiency. 
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CHAPTER IV 


PROPOSED REGULATION REVOCATIONS 


BACKGROUND 


When a service is removed from the regulations under the Canada Post 
Corporation Act, the Corporation no longer has to follow the pre-notification 
and government approval process if it wants to change rates or terms and 
conditions under which the service is offered. Additionally, rate or other service 
changes associated with deregulated products are no longer subject to public 
scrutiny, nor to the Committee’s review to the same extent as would changes to 
regulated products. The increased discretion includes, of course, Canada Post’s 
option to discontinue offering the service at any time. 


The current proposals, as summarized earlier in Table 2, would remove from 
regulation the following products: counter parcels, money orders, electronic 
mail, incentive letter mail, Christmas period greeting cards, international 
aerogrammes, Armed Forces mail, insurance with proof of delivery and the 
return of undeliverable first class mail (if the return address is inside the 
envelope only). 


Canada Post also proposes, through revocation or modification of regulations, to 
discontinue offering the following services: certified mail, indemnity for 
registered mail, registration of parcels (except for certain types of international 
parcels) and money packets to the U.S. Changes to domestic money packet 
service are also proposed. 


To arrive at its conclusions about the proposed revocations, the Committee 
examined the underlying principles of regulating products in accordance with the 
public interest, and then applied these to the review of each item proposed for 
deregulation. 


DEREGULATION AND THE PUBLIC INTEREST 


it Competition as a Criterion for Deregulation 


One reason for an independent third-party review of the Corporation’s 
proposals by the Committee stems from the fact that Canada Post 
enjoys "the sole and exclusive privilege of collecting, transmitting and 
delivering letters . . . within Canada" (section 14(1) of the Canada Post 
Corporation Act). Competitors are prohibited from entering the market 
for regular letter mail. The quid pro quo of a monopoly franchise 
normally is economic regulation. 
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Traditionally, virtually all of Canada Post’s products and services were 
offered under regulations approved by the Governor in Council. In the 
last few years, however, the Governor in Council has approved the 
deregulation of a significant number of products. Examples include 
Priority Post, parcel delivery for commercial mailers, lockbox fees and 
unaddressed advertising mail. Still, in terms of 1988-89 revenues, a 
relatively small percentage was from unregulated products and services. 


If Canada Post’s current deregulation proposals were implemented, some 
39% of its 1990-91 revenues would be derived, according to its own 
projections, from unregulated offerings (29% in terms of 1989-90 
revenues). 


The degree of competition facing Canada Post is a key consideration in 
the deregulation of a product. When a product is deregulated under 
the Canada Post Corporation Act, the Corporation is free to set the 
rates it desires, subject only to the competitive discipline of other firms 
providing similar services. 


If competition is strong, then, barring other considerations, government 
regulation of Canada Post’s rates under the Canada Post Corporation 
Act is not necessary. Strong private sector competition would prevent 
Canada Post from charging excessive or exploitive rates. The 
government can restrict its concern to ensuring that competition is fair. 
As long as Canada Post is not charging less than cost, and is not using 
monopoly revenues to subsidize its unregulated products, it may be left 
free to pursue its corporate objectives. This, of course, would not 
remove the responsibility on Canada Post of supplying sufficient 
information about its deregulated products to ensure that there is no 
cross-subsidization. 


The Committee agrees therefore that, in principle, when Canada Post 
offers a service in competition with other suppliers, such a service need 
not be regulated under the Canada Post Corporation Act, since the 
marketplace will provide the competitive discipline for which regulation 
is a Substitute. 


An examination of the Corporation’s array of services reveals, however, 
that the distinction between competitive and non-competitive services 
does not match the distinction between regulated and non-regulated 
services, either with or without implementation of the current 
deregulation proposals: 


. Some currently unregulated products are offered under Canada 
Post’s exclusive privilege, for example, business reply mail and 
all but one type of addressed admail. 
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° Some products currently proposed for deregulation fall under 
the Corporation’s exclusive privilege; these include incentive 
letter mail and Christmas greeting cards. 


Because of this situation, the Committee is concerned that the 
Corporation currently offers products outside of regulation where it 
appears to be a monopolist. If the Corporation can in fact exert 
monopoly power over these products, the public cannot be assured that 
the Corporation is not abusing its exclusive privilege. 


Canada Post is unique in this regard among Canadian firms that have 
been granted an exclusive privilege. Regulators require these 
companies, at a minimum, to submit revenue/cost tests on a periodic 
basis to demonstrate that they are not pricing competitive products in a 
predatory manner by cross-subsidizing them with revenues from 
monopoly products. 


Conclusions 


The Committee concludes: 


° There is no need to regulate a competitive service under the 
Canada Post Corporation Act just because it is offered by 
Canada Post. 

° The current situation, whereby some postal products for which 


Canada Post holds a monopoly are not regulated, is not in the 
public interest. 


° Some current proposals for deregulation would exacerbate this 
Situation. 


Inadequacy of Information 


Canada Post’s explanations of its proposed deregulations provide very 
little insight into why it would be appropriate to provide these products 
in an unrestricted manner, or into how the public will be affected by 
the deregulation. 


In general terms, the Corporation has provided the following 
justification for its deregulation proposals: 
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"Some of these regulations are redundant or unnecessary. As 
well, certain activities, such as the parcel business in particular, 
are carried out in a competitive environment and the need for 
regulation is not present. Removal of these activities from the 
regulations will provide the Corporation with the flexibility 
available to its competitors, enabling the Corporation to better 
serve customer needs, better adapt to developments in the 
competitive marketplace and better compete in these markets. 
Other instances include incentive rates designed to encourage 
customer mail preparation and pre-sorting by way of reduced 
rates, as well as changes of an administrative nature or retail 
product prices which, in most cases, are already established 
outside of the regulations." 


This and other general explanations offered by Canada Post clearly do 
not provide sufficient information for the Committee and the public to 
ascertain whether or not its deregulation proposals would be in the 
public interest. 


A large-volume mailer, which uses Canada Post as a conduit for a wide 
range of mailing services, indicated to the Committee that it is in 
general sympathy with the proposals for deregulation of, for example, 
incentive letter mail. However, it recommended rejection of the 
proposed deregulation: 


"since it is a monopoly service and since there is no cost 
information on that class of mail, we are .. . left without 
negotiating points. And since there is no cost information and 
no meaningful negotiation base or mechanism in place for that, 
we are a little hesitant to see it . . . becoming deregulated." 


Other interested parties appearing before the Committee also expressed 
strong reservations about Canada Post’s deregulation proposals because 
the explanations and justifications failed to provide information 
concerning the impact of the change; failed to provide any explanation 
or justification of the proposal or why it is needed; and, generally, failed 
to provide adequate information as per the Committee’s Interim Rules. 


Because the Corporation, in its original submission, provided very little 
of substance in terms of rationale for its proposals, the Committee, 
pursuant to Section 16(1)(b) of Bill C-149, commissioned some 
additional research on this issue. The results of this research have been 
made available to the public and have been drawn on in reaching 
conclusions and recommendations about specific product deregulation 
proposals examined in the following section. 


30 


Conclusion 


Canada Post has provided insufficient information in support of its 
deregulation proposals. 


Recommendations 


Given the Committee’s requirement to take into consideration the public 
interest, the Committee recommends that: 


(3) There be proper justification for offering products 
outside of regulations. At a minimum, such 
justification would consist of, for each product, a 
justification of the market definition employed, 
identification of private sector competitors and the rates 
they offer, the scope of the competition in terms of 
services and of communities served, market share 
estimates, the specific impacts on users and on the 
financial self-sufficiency of the Corporation, and a 
detailed analysis of the benefits of offering the product 
outside of regulations. 


(4) In order that the public interest be better served, 
Canada Post review each product which it currently 
offers outside of regulations, justifying why the product 
should continue to be unregulated; and that, where it 
cannot demonstrate that the product should be 
unregulated, the Corporation propose regulations. 


(5) The Corporation provide sufficient justification for any 
future proposals for deregulation. 


PROPOSALS FOR PRODUCT DEREGULATION 


Canada Post has proposed to remove from regulation but continue to offer the 
following products: 


° counter parcels 

° money orders 

° electronic mail 

° incentive letter mail 

° Christmas greeting cards 

° international aerogrammes 

° Armed Forces mail 

° insurance with proof of delivery 

° return of undeliverable first class mail (if the return address is inside 


the envelope only). 
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These are reviewed in turn below. 


In addition, because of the timing and the nature of the product, the Committee 
has also examined the case of a new unregulated product introduced in July 
1989: 


° Special Lettermail 
1. Counter Parcels 


Counter Parcels are parcels for delivery inside or outside Canada which 
require postal counter staff to weigh, calculate, and affix postage or 
those paid for with postage stamps. This product is currently regulated. 
Commercial parcels (which are pre-weighed and paid for by meter or 
other arrangement) became deregulated on January 2, 1989. 


There are two classes of parcel delivery: first class and fourth class. 
First class promises to use air mail where possible. Fourth class uses 
surface mail. (In addition, parcels may be sent by Priority Post.) 


For an extra charge, parcels may be insured, and proof of delivery may 
be purchased. 


Considerations 


The Committee, in reaching its conclusions and recommendation, 
considered the following: 


° Although the price and quality of private sector parcel services 
are very comparable to Canada Post’s, they are not available in 
many parts of the country. Canpar, United Parcel Service 
(UPS) and the bus companies are the only private sector 
alternatives currently existing with a similar product and prices 
competitive with those of Canada Post. However, Canpar is not 
positioned for the household market, UPS does not offer 
ground service in many parts of the country; and bus company 
capacity is limited. 


Therefore, there is no current private sector parcel service that 
is accessible to all Canadian households. In addition, the 
difficulties faced by UPS in establishing one indicate that the 
market is not contestable in the short run due to regulatory 
barriers to entry at the provincial level. 
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Given the absence of competition in significant parts of the 
country, current market conditions suggest that Canada Post 
would not be effectively disciplined by competition. 


° The market for household-originated parcels has the capacity to 
become competitive if new entrants are able to overcome the 
provincial regulatory barriers and establish networks that allow 
parcels to not only be delivered but also be sent conveniently by 
the general public. The products and prices offered by Canpar 
and UPS’s ground service are competitive. Canada Post’s 
market power, derived from its wide distribution of postal 
stations, could potentially be challenged by private carriers 
through arrangements with retail operators who could act as 
agents. 


° The key question in the deregulation of counter parcels is 
whether the average Canadian household (not business) has a 
reasonable alternative to Canada Post when shipping parcels. 


° The mailing of international parcels should be considered 
separately because of the greater restrictions on private sector 
trans-border services. 


In addition to the lack of private sector coverage of the 
domestic market, there are separate constraints on private sector 
international shipments. 


UPS is the only service offering competitive international parcel 
delivery to occasional shippers such as households. Canpar will 
undertake international delivery only for account holders, which 
requires an additional $10 payment. Bus companies will not do 
it. 


Since UPS is the only available competitive service, and does 
not serve large sections of the country, the international parcel 
market for households is not currently competitive and 
competition would be ineffective in disciplining Canada Post. 


° Only Canada Post price discriminates between counter and 
commercial shippers, while other companies offer a single rate 
schedule for both. This is a significant indication of Canada 
Post’s current market power with respect to household- 
Originated parcels. Without evidence to the contrary, there is 
no reason to assume that the difference in rates is based solely 
on cost. 


Additional background analysis is provided in Appendix 6. 
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Conclusions 


The information before the Committee Suggests the following 
conclusions: 


° The counter parcel market for delivery is not competitive in all 
parts of Canada. 


° Many Canadian households do not have a convenient alternative 
to Canada Post when shipping parcels. 


° The international counter-parcel market is not competitive. 


Recommendation 
The Committee recommends that: 


(6) Domestic and international counter parcels not be 
deregulated at this time. 


Money Orders 


Money orders are purchased at a postal facility for the transmission of 
funds between a sender and a payee. For domestic money orders, the 
fee is $1.00 and the maximum amount of the order is $200. 


Considerations 


The Committee, in reaching its conclusions and recommendation, 
considered the following: 


° In urban areas, banks, trust companies and credit unions are 
offering a product competitive to postal money orders, and the 
network of bank branches offers a choice of locations at least 
equal to post offices. Urban customers have a choice of 
combining their money order needs with their bank visits, or 
with their post office visits. 


In sparsely populated areas, bank branches are less numerous 
because a high volume of transactions is required to justify the 
opening of a branch. The greater accessibility of post offices in 
rural areas likely accounts for the greater use of money orders. 
Because of its advantages in location, Canada Post may have 
some monopoly power in money orders for rural residents. 
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° Postal money orders are currently half the price of a bank 
money order, or less. Given Canada Post’s current drive for 
profit, it is likely that deregulation of money orders would 
result in a large price increase. Indeed, the current Canada 
Post regulated rates likely serve to keep competitors’ rates lower 
than they otherwise might be. 


° The price increase which is likely to follow money order 
deregulation may raise a public policy issue with respect to 
access to financial services by low income households. The 
Committee recognizes that the federal government has more 
efficient tools than Canada Post to redistribute income. 
However, the federal government may wish to ensure that 
barriers to financial services, either financial or administrative, 
remain low. Availability of low-cost postal money orders may 
be part of such a policy. 


Additional background analysis is provided in Appendix 6. 


Conclusions 


The information before the Committee suggests the following 
conclusions: 


° The market for money orders is competitive in urban areas, but 
may not be competitive in rural and northern areas. 


° Postal money order fees would likely rise under deregulation. 
° Deregulation may adversely affect low income Canadians. 
Recommendation 


The Committee recommends that: 


(7) Money order fees not be deregulated. 


Electronic Mail 


Electronic mail products proposed for deregulation are Intelpost, 
Envoypost and Telepost. (Volume Electronic Mail is currently 
deregulated.) The common characteristic of the three services is that 
electronic messages are sent to the destination city, where they are 
printed (the "hardcopy") and mailed. 
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With Intelpost, the originals are transmitted between post offices by a 
facsimile machine. 


Telepost is a service to CNCP’s telecommunications electronic mail 
network. 


Envoypost is a service to Telecom Canada’s Envoy 100 electronic mail 
network. 


With Telepost and Envoypost, the rates proposed for deregulation are 
the fees received by Canada Post from the telecommunication 
companies for the delivery of the messages. 


Considerations 


In reaching its conclusion and recommendation, the Committee 
considered the following: 


° All three services proposed for deregulation are a premium 
service for the rush delivery of a message. 


° Any electronic messaging system can mail letters via Canada 
Post at the appropriate letter rate. Canada Post’s cost 
advantage in this market is its ability to link directly with its 
mail processing and delivery network, providing the opportunity 
for faster delivery. However, this cost advantage is slight. 


° Private facsimile machines are the major competition in 
business-to-business electronic communications. 


° Given the existence of facsimile machines, it is very easy for any 
business with branches in major cities to compete in the city- 
to-city electronic transfer of messages. Under deregulation, 
Canada Post would be effectively disciplined by competitive 
market forces. 


: Private sector inter-city facsimile networks are easily accessible 
to households. For example, Willson Stationers, a stationery 
chain located in shopping centres, offers facsimile service. 


° With regard to Intelpost, Canada Post cited the need for pricing 
flexibility as a rationale for deregulation. The Committee 
reserves judgement on the validity of this claim. With regard to 
Telepost and Envoypost, the Corporation pointed to the 
existence of arrangements under contract with 
telecommunications companies as a rationale for deregulation. 
The Committee rejects the existence of arrangements under 
contract as valid ground for deregulation. 
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Conclusion 


The information before the Committee suggests that the market for 
electronic mail is competitive. 


Recommendation 
The Committee recommends that: 


(8) Fees for Intelpost and for hardcopy delivery of Telepost 
and Envoypost messages be deregulated. 


Incentive Letter Mail and Christmas Greeting Cards 


Incentive letter rates are discounts given for large-volume mailings, pre- 
processing of mail by the sender, and pre-sortation of mail. Greeting 
card rates are a discount for the pre-coding of envelopes to facilitate 
mail processing. These rates are currently regulated. 


Considerations 


The Committee, in reaching its conclusion and recommendation, 
considered the following: 


° If incentive letter and greeting card rates became unregulated, 
then Canada Post would be free to set whatever rates it deemed 
appropriate. 


Obviously, the regular Jetter rate, which would remain regulated, 
provides a ceiling for such rates. The question is, however, 
whether the amount of the discount offered by Canada Post 
would be fair and reasonable. 


° Incentive letter and greeting card mail is part of Canada Post’s 
exclusive privilege. Under deregulation there would be no 
guarantee that users would enjoy, through the discount, a fair 
proportion of the cost savings they create for Canada Post. The 
discounts could be less than what fairness would dictate and the 
customers would have no choice but to accept. This was a 
major concern expressed to the Committee by a large-volume 
user of Canada Post’s services. 
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° Nor is there, under deregulation, a guarantee that users would 
not receive too liberal a discount, so that discounted mailings 
could in effect be cross-subsidized by users of regular mail. 


° The Committee notes that Section 21 of the Canada Post 
Corporation Act provides an avenue for the Corporation to offer 
large-volume mailers the flexibility of lower rates in return for 
pre-processing services over and beyond what the regulations 
require. While in respect of such rates, as in respect of all 
rates, there is a requirement to show that they are fair and 
reasonable, flexibility does not require that all incentive mail 
rates be deregulated. 


Conclusion 


The information before the Committee suggests that, without regulation 
there is no private sector competitive discipline to ensure that discounts 
off the regular rate fairly and reasonably reflect the savings to Canada 
Post. Nor would there be a guarantee that regular rate payers would 
not subsidize users who take advantage of the discounts. 


Recommendation 


The Committee recommends that: 


(9) The rates for incentive letter mail and Christmas 
greeting cards not be deregulated. 


International Aerogrammes 


Aerogrammes are light-weight writing papers which fold into an 
envelope. They are pre-stamped with overseas postage, currently 76¢. 


Aerogrammes are commonly sold for the price of the stamp only. The 
customer therefore saves the cost of paper and an envelope. 


Considerations 


The Committee based its conclusion and recommendation on the 
following: 
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° The lighter weight of an aerogramme compared to the lowest 
weight class of an overseas letter means that Canada Post 
realizes cost savings in transporting aerogrammes. The 
customer shares in this cost saving by being able to purchase an 
aerogramme "for the price of the stamp." 


° Aerogrammes are a unique product and are not available in 
stationery stores. 
Conclusion 


The market for aerogrammes is not competitive. 


Recommendation 
The Committee recommends that: 


(10) Aerogrammes not be removed from the International 
Letter-post Items Regulations. 


Armed Forces Mail 
The Armed Forces Postal Regulations apply to mail sent to or by 
(a) members of the Armed Forces outside Canada; and 


(b) civilians Outside Canada who are Canadian citizens and who are 
either a dependent of a member of the Armed Forces stationed 
outside Canada, are employed by the Department of National 
Defence or are a technical representative of a department of the 
federal or a provincial government or a Canadian private 


agency. 
Canada Post proposes to revoke the Regulations in their entirety and to 


continue to offer the services under a comprehensive contract with the 
Canadian Armed Forces. 


Considerations 


In reaching its conclusion and recommendation, the Committee 
considered the following: 


° In general, the Armed Forces Regulations have as their point of 
reference regulations applicable to the general public. 
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Notable exceptions are the "domestic" treatment of certain 
supplementary or special services, the applicability of domestic 
rates for surface mail and the availability of the Forces Air 
Letter. 


° Provisioning for mail service to and from members of the 
Armed Forces abroad or at sea involves arrangements for 
routing and handling of the mail, and for the provision of retail 
facilities at military bases. There is scope for the apportioning 
of functions between the Department of National Defence and 
Canada Post to ensure the most cost-effective handling of the 
mail. 


° Much of the mail service provided by Canada Post to members 
of the Armed Forces falls squarely under the Corporation’s 
exclusive privilege. The Corporation would not be effectively 
disciplined by competitive forces in setting rates. 


° Section 21 of the Canada Post Corporation Act provides an 
avenue for flexibility in setting rates in return for work-sharing 
over and above what the regulations specify. 


Conclusion 

Mail service to and from members of the Canadian Armed Forces is not 
subject to competitive discipline. Canada Post’s legislation provides 
sufficient flexibility for the setting of rates at variance with regulated 


rates in return for services provided which facilitate the handling of 
mail. 


Recommendation 


The Committee recommends that: 


(11) The Armed Forces Mail Regulations not be revoked. 


Insurance with Proof of Delivery 


Insurance with proof of delivery is currently available for parcels only. 
Canada Post proposes to deregulate this service and to continue offering 
it outside of regulation. 
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Consideration 


The information before the Committee suggests that this change is 
proposed as a consequence of the proposed deregulation of counter 
parcels. Given the Committee’s rejection of the proposed 
counter-parcel deregulation, the Committee concludes that this 
consequential amendment is also not appropriate at this time. 


Recommendation 


The Committee recommends that: 


(12) Insurance with proof of delivery not be deregulated at 
this time. 


Undeliverable Domestic First Class Mail 


Currently, first class domestic mail with no return address on the 
outside of the envelope is sent to the appropriate regional undeliverable 
mail office and opened to determine whether it contains the address of 
the sender or addressee. If it does, the item is placed under separate 
cover and returned to the sender or forwarded to the addressee. The 
charge for this service is 38¢. 


Canada Post proposes to deregulate this service and to continue offering 
it outside of regulations. 
Consideration 
This service is provided for letter mail which is a product for which 
Canada Post holds a monopoly. It would not be in the public interest 
to deregulate it. 
Recommendation 
The Committee recommends that: 

(13) Canada Post not implement the proposed change 


regarding undeliverable first class mail bearing a return 
address on the inside of mail only. 
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Special Lettermail 


Special Lettermail is a non-regulated product and is not a part of 
Canada Post’s proposals. Nevertheless, the Committee feels that it is 
appropriate to comment on a product that has raised certain public 
concerns regarding its close affinity with regular letter mail and the 
timing of its introduction as a non-regulated product, namely, during the 
same month (July 1989) that Canada Post was coming forward with its 
deregulation proposals. 


At this time, the Committee limits its comments to the question of 
whether Special Lettermail is a competitive product and hence a prima 
facie candidate for unregulated status. 


Special Lettermail consists of three products: 


° Special Letter Envelopes are postage pre-paid items (ranging 
from $1.95 for standard size local delivery to $3.45 for oversize 
non-local delivery) that can be bought at any postal counter and 
can be deposited in any mailbox. 


° Special Lettermail Labels can be affixed to a customer’s own 
envelope (in addition to regular postage) and must be brought 
to a postal counter where they are date-stamped. Labels are 
sold for $1.82 (local) and $2.62 (non-local). 


° Special Occasion Envelopes are like Special Letter Envelopes, 
except that they are designed for special occasions such as 
birthdays or Mother’s Day. They retail at $1.95 each or $9.95 
for a package of six. 


Delivery of Special Lettermail is guaranteed for the next business day 
locally, and within two business days between most major urban centres 
in Canada; in other words, Special Lettermail is guaranteed to be one 
or two days faster than regular letter mail. If it is not delivered in 
accordance with this standard, then the customer receives a free Special 
Lettermail product within five days. 


Considerations 


In reaching its conclusion and recommendation, the Committee 
considered the following: 


° Because Special Lettermail products are offered with a 
guaranteed delivery performance, they are inherently different 
from both regular letter mail and special delivery service. 
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° There is no private sector competitor currently offering a service 
comparable or competitive to Special Lettermail. 


Couriers do not provide effective competition for this product. 
Their service is substantially more expensive, even considering 
bulk discounts offered to major shippers. 


Parcel delivery companies provide a service that is comparable 
in price, but not in terms of speed of delivery, or in 
convenience for pick-up for most mailers. Moreover, parcel 
services may not offer guaranteed delivery. 


° Canada Post is able to offer the product, to a significant extent, 
because of its existing delivery system for exclusive privilege 
products such as first class mail. Therefore, it is unlikely that 
Canadians will have a private sector alternative to Special 
Lettermail in the future either. 


Additional background analysis is provided in Appendix 6. 


Conclusion 

The information before the Committee suggests that the market for 
Special Lettermail is not and is unlikely to become competitive. It is 
therefore in the public interest to regulate this product. 
Recommendation 


The Committee recommends that: 


(14) Special Lettermail be offered under regulation. 


PROPOSALS FOR PRODUCT/SERVICE ELIMINATION 


Canada Post has proposed to revoke certain regulations and, in so doing, to 
discontinue offering the products or services involved. Products affected include 
the following: 


° certified mail 
° indemnity for registered mail 
° registration of parcels (except for certain types of international parcels) 


° money packets to the U.S. 


43 


In addition, certain changes are proposed which affect domestic money packet 
service. 


1. Certified and Registered Mail 


Certified mail is a domestic mail service, where the addressee’s signature 
is Obtained on delivery, a proof of delivery card is returned to the 
sender and a record is kept by the delivery post office. The fee is 
$1.55, in addition to postage. A certified mail item can be insured, at a 
cost of 45¢ per $100. 


Canada Post proposes to abolish this product. 


Registered mail is a service where a receipt is issued to the sender, a 
record of the article is kept while in the post, and the addressee’s 
Signature is obtained on delivery. The fee, for either domestic or 
international service is currently $2.70, plus postage. Included in the fee 
for domestic or U.S. service is $100 indemnity coverage; additional 
indemnity, up to $1,000, can be bought for 37¢ per $100. 
Acknowledgement of receipt is also available, at a cost of 62¢ when 
bought at the time of mailing, or $1.03 after mailing. 


Canada Post proposes to revoke the availability of indemnity and to no 
longer permit registration of first class parcels (except for some types of 
international parcels). Also, on July 4, 1989, Canada Post announced 
that registered mail would henceforth be subject to the delivery 
performance standards of regular letter mail. 


During the same month that these proposed changes were announced, 
the Corporation introduced a closely related product, Security Mail. 


Security Mail is described as having a highly secure, designated 
processing stream and is designed for customers requiring proof of 
mailing, recipient signature and insurability. Security mail items are 
traced, and customers can confirm delivery by phoning their local 
customer service centre or post office. Written proof of delivery costs 
62¢ if purchased in advance, or $1.03 after mailing. The service is 
offered at a basic rate of $4.70 (in addition to postage), which includes 
$250 of insurance. At 37¢ per additional $100, a maximum of $5,000 in 
insurance is permitted. 


Considerations 


In reaching its conclusions and recommendations regarding certified mail 
and the changes proposed to registered mail, the Committee considered 


the following: 


° Canada Post justified the changes to registered mail service and 
the withdrawal of certified mail service as resulting from a 
restructuring of these products. New signature services would 
render certified mail obsolete, and provide customers with a 
wider choice of prices and features that would be more closely 
matched to customer needs. 


It described Security Mail as differing from registered mail in 
that the former has much higher levels of insurance. 


° Canada Post did not state the impact of no longer permitting 
registration of first class parcels. However, if Security Mail had 
to be used for parcels in place of the current registration 
service, there would be at least a $1.26 increase in the cost to 
users ($4.70 for Security Mail, compared to $3.44 for registered 
mail with $300 insurance). 


° One regional government wrote to the Committee that certified 
mail has served as a useful method of establishing proof of 
delivery of a myriad of formal notices at less cost than 
registered mail. It urged retention of certified mail, as did 
another municipality. 


° Taken together, the July 4, 1989 announcements of Security 
Mail and of service changes to registered mail, and the 
proposed revocations, amount to significant price increases for 
customers. Former users of certified mail would now have to 
use registered mail. Former users of registered mail would now 
have to use Security Mail if they want to insure the item. The 
only benefits gained would be that registered letters (which no 
longer would move in a secure stream) would now be delivered 
faster, and that the maximum indemnity for a secured mailing 
would increase from $1,000 to $5,000. 


Conclusions 

° Canada Post’s rationale for the abolishment of certified mail is 
insufficient. 

° The increased speed of delivery for registered mail is not a 
Significant benefit because speed is not a prime attribute of this 
product. 

° The newly announced products and the proposed changes to 


registered mail amount to significant price increases for 
customers. 
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° The existence of a secure product without insurance and an 
increase of insurance coverage to $5,000 could be accomplished 
by modifying the indemnity provisions of registered mail. 


Recommendations 
The Committee recommends that: 


(15) The regulations for certified mail not be revoked. 


(16) Registered mail continue to be handled in a secure 
processing stream, be offered without a minimum 
indemnity and with a maximum indemnity of $5,000, 
and continue to be offered for parcels. 


Money Packets 


Canada Post has proposed several changes to regulations dealing with 
money packets, contained in the Special Services and Fees Regulations. 
While not all deal with deregulation, all proposed changes to money 
packet service (other than rate proposals) are summarized in this 
section. 


Under the current regulations, money packets are mailable items with a 
value exceeding $100, containing bank notes, coin, gold bullion, gold 
dust, precious stones, jewels, manufactured or non-manufactured 
precious metals, stocks, bonds, coupons or other securities negotiable by 
bearer, or lottery tickets. Recipient signature is required. The service 
is available domestically and to the U.S. The rate is $8.00 for up to 
250 g, $12.00 for 250 to 500 g, and $5.00 for each additional 500 g up 
to the maximum of 30 kg. The fee includes proof of mailing and 
insurance of $100 maximum; additional insurance must be bought 
privately. 


Canada Post proposes the following changes: 

: Money packets to the U.S. would no longer be available. 

° Domestic money packets containing gold bullion, gold dust or 
non-manufactured precious metals would no longer be allowed. 


These items would "only be accepted for transmission by post 
under contract between the mailer and the Corporation.” 


° The minimum value of domestic money packets containing 
coins, jewellery, manufactured precious metals or precious 
stones would be increased from $100 to $5,000. 


Considerations 


° Regarding money packets to the U.S., Canada Post’s rationale is 
that "no similar service is offered by the United States Postal 
Service, and the items would therefore travel in USPS’s 
Registered Mail stream rather than the more secure processing 
the Canadian customers would expect for this product." The 
Corporation determined that it was inappropriate to offer "half 
a service." 


Canada Post claims that there is minimal customer demand for 
this service, yet it is not clear what prompted the Corporation’s 
current proposal to abolish it. It is reasonable to assume that 
users would be interested in continuing to have the "more 
secure processing" of money packet service available for the 
Canadian portion of the post. 


The Committee notes the parallel with Security Mail to the 
U.S. Canada Post charges less for Security Mail destined to the 
U.S. because "a security stream is not provided" on the U.S. 
portion. In the U.S., Security Mail travels in the registered 
mail stream. 


° The revision of the definition of money packets to exclude gold 
bullion, gold dust and non-manufactured precious metals and 
the inclusion of these items among the list of non-mailable 
matter in effect means that mailing of such items is proposed to 
be deregulated. 


° The increase in the minimum value of domestic money packets 
containing coins, jewellery, manufactured precious metals or 
precious stones from $100 to $5,000 will, according to Canada 
Post, "allow a greater proportion of current money packet items 
to be transmitted by post, not as money packets. This change 
will allow mailers to use a cheaper mail service for a greater 
proportion of current money packet items." 


The "cheaper mail service" suggested for packets with a value 
below $5,000 refers to (presumably insured) first class mail and 
Canada Post’s new Security Mail. The latter is not necessarily 
cheaper, however. For example, a 250 g oversize letter would 
require $1.56 postage; added to the security mail fee of $4.70, 
the total cost would be $6.26 which would include insurance 
coverage to $250. Additional insurance of $600 or more would 
raise the price over that of money packet service. 
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This price comparison assumes that money packets would be 
insured as part of business property insurance or of homeowner 
or tenant insurance policies at no additional cost. It should be 
noted that the Committee was unable to find private insurance 
companies willing to insure money packets. Nor could Canada 
Post provide names of companies which currently offer such 
insurance. 


Conclusion 


Canada Post’s rationale for changes to money packet service is 
insufficient. 


Recommendation 


The Committee recommends that: 


(17) Canada Post not change the regulations altering money 
packet service. 
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CHAPTER V 


OTHER PROPOSED REGULATION CHANGES 


INTRODUCTION 


Canada Post has come forward with proposed changes to the regulations in 
addition to the rate and revocation proposals discussed in the two preceding 
chapters. This chapter reviews these other changes. 


PROPOSALS 
1. First Class Mail Dimensions 


Standard, non-standard and oversize mail are subsets of first class mail. 
Standard mail is distinguished from non-standard mail mostly by its 
contents but also by its weight: standard mail is 50 g or less; non- 
standard mail may weigh up to 500 g. Oversize mail may also weigh up 
to 500 g but, in addition, its maximum dimensions are larger than those 
of standard or non-standard mail. 


The maximum width for standard and non-standard mail is proposed to 
be increased from 14 to 15 cm. Prior to April 1, 1989, oversize mail 
was defined as mail larger than 25.5 cm x 15 cm x 5 mm. As of April 
1, 1989, Canada Post redefined oversize mail as anything larger than 
24.5 cm x 14 cm x 5 mm. Now Canada Post proposes to change the 
definition of oversize to mail larger than 24.5 cm x 15 cm x 5 mm, that 
is, to reintroduce the larger width in effect prior to April 1, 1989. 


Considerations 
The Committee based its recommendation on the following: 


° Canada Post indicates that the 14 cm maximum width for 
standard or non-standard letters which came into effect on April 
1, 1989 was not enforced due to customer concerns expressed 
just prior to having the changes approved. In addition, it was 
determined that the Corporation’s new mechanized sortation 
would be able to successfully process items having a width of 
15 cm. 


° The Committee heard complaints about the current dimensions 
of standard mail related to the fact that standard mail rates are 
not applicable to 8%" x 11" brown envelopes. However, this 
size envelope has never qualified for the standard letter rate. 
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° Other interested parties suggested that the Corporation should 
actively seek industry-wide views on the impact of changes to 
the physical specifications of standard letter mail. Furthermore, 
it was felt that frequently changing standard sizes is 
unacceptable, as envelopes and paper supplies are ordered in 
bulk quantity in order to economize and that such changes 
result in increased expenditures. 


° An increase in the maximum allowable size of an envelope does 
not implicitly raise the postage required. 


Recommendation 
The Committee recommends that: 


(18) Canada Post amend its first class letter dimensions as 
proposed, and ensure that, in the future, appropriate 
consultation take place before any changes to envelope 
sizes are proposed. 


Materials for the Use of the Blind 


Canada Post proposes a completely new text for the Materials for the 
Use of the Blind Regulations. However, the only change of substance is 
an increase in the allowable minimum size for materials for use of the 
blind. The change proposed is an increase from 10 cm in length x 7 cm 
in width to 14 cm in length x 9 cm in width x 0.18 mm in thickness. 
The proposed change introduces a new variable, that is, thickness of the 
material, as part of the standard. 


Canada Post also proposes to limit its definition of "material for the use 
of the blind" by adding the term "officially" to "recognized institution for 
the blind" regarding the posting of tapes, records and special writing 


paper. 


Subsection 17(2) of Bill C-149 prevents the Committee from reviewing 
regulations which directly relate to rates and services in respect of which 
an appropriation is made by Parliament for the benefit of postal service 
users. However, Canada Post sent its proposed changes to the 
Committee and several interested parties expressed concerns on the 
proposed changes as well as on the existing regulations. The 
Committee offers its summary of these comments for Canada Post’s 


consideration: 
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With respect to the proposed change in the minimum size, 
several parties proposed that the current minimum size should 
be maintained so that cassette tapes, which are a very commonly 
used medium among blind persons, could continue to be mailed 
free without special packaging. 


Other interested parties suggested that Canada Post should 
consult with appropriate groups to redefine the list of materials 
eligible for free mailing to reflect technological changes in the 
industry. It was also suggested that the definition of eligible 
users should be revised to reflect current realities. 


The Committee also learned that there are significant 
discrepancies between the practice of allowing free postage and 
the actual wording of the regulations. This leaves the 
beneficiaries in a state of uncertainty. It was suggested that the 
regulations be brought in line with the practice. 


Prohibited Mail 


Canada Post proposes a completely new text for the Prohibited Mail 
Regulations, renaming them Non-mailable Matter Regulations. In 
substance, the proposed Regulations differ from the current ones in the 
following ways: 


a) 


b) 


c) 


d) 


unsealed self-mailers would no longer be non-mailable matter; 


all dangerous goods as defined in the Transportation of 
Dangerous Goods Act would be prohibited from being mailed; 


"game" would be considered as non-mailable matter when not 
prepared for posting in accordance with the applicable 
requirements referred to in the Postal Guide, 


the Corporation would be provided with greater flexibility to 
allow items such as living animals to be mailed, which otherwise 
under the current Regulations would be considered non- 
mailable, if the items are prepared for posting in accordance 
with applicable requirements referred to in the Postal Guide; 


liquids and matches would no longer be specifically referred to 
as non-mailable matter; they would be considered mailable 
matter if properly packaged; 


narcotics and controlled drugs would be added to the list of 
non-mailable items; 
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g£) the proposed Regulations provide for additional exceptions 
where intoxicating beverages can be transmitted by mail; 


h) perishable biological substances would no longer be only non- 
mailable when addressed for delivery outside Canada, but would 
also become non-mailable when addressed for delivery in 
Canada; 


i) gold bullion, gold dust and non-manufactured precious metals 
would become non-mailable, unless an agreement for their 
mailing is reached with the Corporation. 


Consideration 


According to Canada Post, the current Regulations are outdated and 
require the proposed amendments in order to ensure consistency with 
other federal legislation including the Transportation of Dangerous Goods 
Act, the Narcotic Control Act and the Food and Drugs Act, as well as 
with operational requirements. 


Recommendation 


The Committee recommends that: 


(19) Canada Post implement the changes proposed to the 
Prohibited Mail Regulations. 


Hold Mail Service 


Currently, a request to hold mail pertains to both addressed and 
unaddressed mail. 


The Corporation proposes to exclude the holding of unaddressed 
advertising mail from Hold Mail Service. 


Considerations 


The Committee is faced with insufficient information about this 
proposal. The Corporation advised that it is currently reviewing its 
operating policy for Hold Mail Service and cannot Say, at this time, 
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whether it would continue to deliver unaddressed advertising mail 
during a customer’s absence or whether unaddressed advertising mail for 
such a customer would be destroyed. However, the Corporation stated 
that admail helpers (non-union casual workers who deliver admail) 
currently are not advised of Hold Mail requests. 


Recommendation 
The Committee recommends that: 


(20) Canada Post not implement the proposed change to the 
regulations affecting Hold Mail Service. 


Letter Carrier Presort Addressed Admail 


Currently, direct mail advertising presorted to letter carrier route must 
show the correct rate of postage on the postage meter impression. 
Direct advertisers generally pay two different rates for letter carrier 
presort items within a single mailing, namely, a rate for items included 
in a bundle of ten or more items for a particular carrier route and a 
slightly higher rate for items in a bundle containing less than ten items 
per route. 


Canada Post proposes to change its Postage Meter Regulations to allow 
the customer to meter the entire mailing at a single rate and to pay a 
single amount for the difference owed. 

Consideration 

Canada Post proposed this change to save customers from having to 
constantly interrupt their computer production run for mailings to 
change postage meter settings in order to meter each item at the correct 
rate. 

Recommendation 


The Committee recommends that: 


(21) Canada Post implement the change proposed to the 
Postage Meter Regulations. 
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International Letter-Post Items 


Canada Post proposes: 


a) 


b) 


qd) 


to increase the weight limit of combined mailings of printed 
papers and small packets from 500 g to 1 kg; 


to disallow the mailing of a letter together with a small packet 
or a packet of printed papers to certain foreign destinations, 
namely, Australia, Belize, Columbia, El Salvador, Guyana, Haiti, 
Jamaica, Mexico, Nicaragua and the United States; 


to discontinue offering special handling service” to any country 
outside Canada where special delivery service is not available; 
and 


to amend its definitions of "packet" and "small packet" and to 
introduce a definition for “letter packet." (In terms of defining 
the word "packet," the proposals intend to replace the word 
"package" by "item.") 


Considerations 


Item a) brings the maximum for such a mailing in line with the 
general maximum for small packets. 


Item b) is proposed because such a service "is not covered by 
the Universal Postal Convention." 


No statement of impact or rationale was offered by Canada Post 
on item Cc). 


Regarding item d), the Committee notes that the French 
counterpart to "package" is not proposed to be changed; it 
would still be referred to as "envoi.". Neither the word "item" 
nor the word "envoi" are defined in any of Canada Post’s 
regulations. Furthermore, when either "item" or "envoi" is used 
elsewhere in Canada Post’s regulations, its French or English 
counterpart varies. The inconsistencies in the wording and 
expressions used result in ambiguities in the interpretation of 
the regulations. 


"Special handling service" means the transmission in Canada of 
an item in a manner similar to special delivery service, if the 
item is addressed for delivery to a country where a service 
comparable to special delivery does not exist. The fee for 
special handling service is the same as for special delivery 
service. 
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Recommendations 
The Committee recommends that: 


(22) Canada Post increase the weight limit of combined 
mailings of printed papers and small packets as 
proposed, and disallow the mailing of a letter together 
with a small packet or a packet of printed papers to 
certain foreign destinations as proposed. 


(23) Canada Post not implement the proposed change that 
would abolish special handling service to foreign 
destinations. 


(24) Canada Post define the term "item" and redefine the 
terms "packet," "small packet" and "letter packet,” as 
well as their French counterparts, in order to clearly 
establish the distinctions between these terms. 


Postal Code 


Canada Post proposes to delete the definition of "postal code" from its 
First Class Mail Regulations. It also proposes, through a rewording of 
subsection 11(4) of the First Class Mail Regulations, to make it 
obligatory for all standard mail to include the postal code at a 
particular location on the envelope. 


Considerations 


° The Committee is faced with insufficient information about this 
proposal. No statement of impact or rationale was offered. 


° The postal code is currently defined as a combination of letters 
and numbers in two groups of three characters. By removing 
this postal code definition from the regulations, Canada Post 
would be in a position to change the definition of the postal 
code without public review. 


° The current regulations do not require a postal code for 
standard letters if postage is paid by means of a postage stamp. 
Implementation of the change to subsection 11(4) of the First 
Class Mail Regulations (which specifies where the postal code 
should be located on an envelope) could be interpreted to mean 
that all standard letters not bearing a postal code would become 
non-standard. A non-standard letter weighing 30 g or less 
requires 48 cents in postage as compared to 38 cents for 
standard letters under current postage rates. 
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Recommendation 


The Committee recommends that: 


(25) Canada Post not remove the definition of postal code 
from the Regulations nor reword subsection 11(4) of 
the First Class Mail Regulations. 


Miscellaneous Changes 


a) 


b) 


c) 


Canada Post has proposed other modifications to its regulations 
which are of a more minor nature. These include: 


* Minor wording changes to the French text of Regulations. 


* Removal of references to sizes and weights which were 
allowed prior to April 1, 1989, when changes became 
effective. 


¢ Other minor changes to wording, definitions, weight limits, 
changes consequential to proposed revocations, etc. 


These changes serve to update the Regulations. 


Canada Post has confirmed in writing to the Committee that its 
proposal to revoke section 4 of the First Class Mail Regulations 
(regarding special delivery service) was included in error and 
that it will delete this amendment from the final gazetting of 
the proposed regulation changes. 


Canada Post also proposes certain consequential amendments to 
its Undeliverable and Redirected Mail Regulations to reflect the 
proposed revocation of Parcel Mail Regulations, by replacing 
references to parcel rates by the words "by agreement." 


The Committee is of the view that, for regulated items, rates for 
redirecting or returning them should be established by 
regulation. Therefore, a rate should be specified for returning 
second class mail under subparagraph 1(2)(b)(iii) of Schedule | 
in the Undeliverable and Redirected Mail Regulations. 
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Recommendations 


The Committee recommends that: 


(26) 


(27) 


(28) 


Canada Post implement the minor wording and 
housekeeping changes proposed that serve to update its 
Regulations, but not those changes which are 
consequential to proposed revocations not recommended 
by the Committee. 


Canada Post not revoke section 4 of the First Class 
Mail Regulations. 


Canada Post provide regulated rates under 
subparagraph 1(2)(b) (iii) of Schedule I of the 
Undeliverable and Redirected Mail Regulations. 


S/ 


CHAPTER VI 


LIST OF RECOMMENDATIONS 


The Committee recommends that: 


(1) 


(2) 


(3) 


(4) 


(3) 


(6) 


(7) 


(8) 


In order to achieve the objectives set out in sections 3 and 23, and consistent 
with section 21 of Bill C-149, future proposals submitted by Canada Post 
respond explicitly to the information requirements specified by the Committee. 
(page 15) 


The proposed rate increases be allowed in order that Canada Post may, as a 
first priority, improve service to households and small business customers while, 
at the same time, continuing on its course towards financial self-sufficiency. 


(page 25) 


There be proper justification for offering products outside of regulations. At a 
minimum, such justification would consist of, for each product, a justification of 
the market definition employed, identification of private sector competitors and 
the rates they offer, the scope of the competition in terms of services and of 
communities served, market share estimates, the specific impacts on users and 
on the financial self-sufficiency of the Corporation, and a detailed analysis of the 
benefits of offering the product outside of regulations. (page 30) 


In order that the public interest be better served, Canada Post review each 
product which it currently offers outside of regulations, justifying why the 
product should continue to be unregulated; and that, where it cannot 
demonstrate that the product should be unregulated, the Corporation propose 
regulations. (page 30) 


The Corporation provide sufficient justification for any future proposals for 
deregulation. (page 30) 


Domestic and international counter parcels not be deregulated at this time. 
(page 33) 


Money order fees not be deregulated. (page 34) 


Fees for Intelpost and for hardcopy delivery of Telepost and Envoypost 
messages be deregulated. (page 36) 


(9) 


(10) 


(11) 


(12) 


(13) 


(14) 


(15) 


(16) 


(17) 


(18) 


(19) 


(20) 


(21) 
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The rates for incentive letter mail and Christmas greeting cards not be 
deregulated. (page 37) 


Aerogrammes not be removed from the International Letter-post Items 
Regulations. (page 38) 


The Armed Forces Mail Regulations not be revoked. (page 39) 


Insurance with proof of delivery not be deregulated at this time. (page 40) 


Canada Post not implement the proposed change regarding undeliverable first 
class mail bearing a return address on the inside of mail only. (page 40) 


Special Lettermail be offered under regulation. (page 42) 


The regulations for certified mail not be revoked. (page 45) 


Registered mail continue to be handled in a secure processing stream, be 
offered without a minimum indemnity and with a maximum indemnity of $5,000, 
and continue to be offered for parcels. (page 45) 


Canada Post not change the regulations altering money packet service. 
(page 47) 


Canada Post amend its first class letter dimensions as proposed, and ensure that, 
in the future, appropriate consultation take place before any changes to 
envelope sizes are proposed. (page 49) 


Canada Post implement the changes proposed to the Prohibited Mail 
Regulations. (page 51) 


Canada Post not implement the proposed change to the regulations affecting 
Hold Mail Service. (page 52) 


Canada Post implement the change proposed to the Postage Meter Regulations. 
(page 52) 


(22) 


(23) 


(24) 


(25) 


(26) 


(27) 


(28) 


=) 


Canada Post increase the weight limit of combined mailings of printed papers 
and small packets as proposed, and disallow the mailing of a letter together 


with a small packet or a packet of printed papers to certain foreign destinations 
as proposed. (page 54) 


Canada Post not implement the proposed change that would abolish special 
handling service to foreign destinations. (page 54) 


Canada Post define the term "item" and redefine the terms "packet," "small 
packet" and "letter packet,” as well as their French counterparts, in order to 
Clearly establish the distinctions between these terms. (page 54) 


Canada Post not remove the definition of postal code from the Regulations nor 
reword subsection 11(4) of the First Class Mail Regulations. (page 55) 


Canada Post implement the minor wording and housekeeping changes proposed 
that serve to update its Regulations, but not those changes which are 
consequential to proposed revocations not recommended by the Committee. 


(page 56) 


Canada Post not revoke section 4 of the First Class Mail Regulations. 
(page 56) 


Canada Post provide regulated rates under subparagraph 1(2)(b)(iii) of 
Schedule I of the Undeliverable and Redirected Mail Regulations. (page 56) 
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MEMBERS OF THE POSTAL SERVICES REVIEW COMMITTEE 


Chairman 
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Norman S. Gregory has been involved in community activities in British Columbia for 
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APPENDIX 2 


CANADA POST’S PROPOSED RATE CHANGES 


This Appendix identifies the rate changes which Canada Post has proposed and 
submitted for review by the Committee. Various definitions are noted at the end of the 
Appendix. 


Description Current Rate ($) Proposed Rate ($) 
LETTER MAIL 


Regular! Domestic 
Standard* Mail 


30 g or less 0.38 0.39 
30g- 50° 0.59 0.61 


Non-standard Mail 


30 g or less 0.48 0.49 
30 g- SO0g 0.59 0.61 
50 g - 100 g 0.76 0.78 
ea. add. 100 g 0.38 0.39 


(up to 500 g) 


Oversize* Domestic 


30 g or less 0.48 0.49 
30 g - 100 g 0.76 0.78 
ea. add. 100 g 0.38 0.39 
(up to 500 g) 


Regular! U.S.° 


Letters and postcards 
30 g or less 0.44 0.45 
30 g- SOg 0.64 0.65 


Description 


LETTER MAIL 
(continued) 


Oversize’ U.S. 


Letters and postcards 
30 g or less 
30 g - 100 g 
100 g - 200 g 
200 g - 300 g 
ea. add. 100 g 
(up to 500 g) 


Other Foreign 


Letters and postcards to 
St. Pierre and Miquelon 
20 g or less 
20 g - 100 g 
100 g - 250 g 
250 g - 500 g 


Letters and postcards to 
any other foreign 
destination 
20 g or less 
20 g- SOg 
50 g - 100 g 
100 g - 250 g 
250 g - 500 g 


PUBLICATIONS MAIL 


Printed papers posted to 
the U.S. - surface 
30 g or less 
30 g - 100 g 
100 g - 200 g 
200 g - 300 g 
300 g - 400 g 
400 g - 500 g 
500 g- 1 kg 
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Current Rate ($) 


0.54 
0.98 
1376 
2.20 
0.88 


0.44 
0.76 
1.65 
2.90 


0.76 
1.14 
1.90 
4.00 
8.00 


0.44 
0.76 
1st) 
1.65 
2.20 
2.90 
510 


Proposed Rate ($) 


0.55 
1.00 
1.90 
235 
0.90 


0.45 
0.78 
1.70 
3.00 


0.78 
Is BF 
1.95 
4.20 
8.35 


0.45 
0.80 
1.20 
1.70 
2.30 
3.00 
5.30 


Description 


PUBLICATIONS MAIL 
(continued) 


Printed papers posted to 
St. Pierre and Miquelon - 
surface 
20 g or less 
20 g - 100 g 
100 g - 250 g 
250 g - 500 g 
500 g- 1 kg 


Printed papers to all other 
foreign destinations - 
surface 

20 g or less 

20g- 50g 

50 g - 100 g 

100 g - 250 g 

250 g - 500 g 

500 g- 1 kg 

1kg- 2kg 


Direct bags of printed 
papers posted to the US., 
St. Pierre and Miquelon - 
surface 

1 kg or less 

ea. add. kg or 

fraction thereof 


Direct bags of printed 
papers to all other foreign 
destinations - surface 

1 kg or less 

ea. add. kg or 

fraction thereof 


64 


Current Rate ($) 


0.44 
0.76 
1.65 
2.90 
5.10 


0.44 
0.66 
1595 
2.10 
3.30 
5.90 
8.25 


5.10 


25 


5.90 


3.40 


Proposed Rate ($) 


0.45 
0.80 
1.70 
3.00 
3:30 


0.45 
0.68 
1.20 
2.20 
3.45 
6.15 
8.60 


5.30 


Pats) 


G15 


SIS) 
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Description Current Rate ($) Proposed Rate ($) 
PUBLICATIONS MAIL 
(continued) 


Printed papers to foreign 
destinations other than the 
U:S., St. Pierre and 
Miquelon - air 


20 g or less 0:39 0.62 
20g- 50g 0.93 0.97 
50 g - 100 g 1.80 1.90 
100 g - 250 g 3.30 3.45 
250 g - 500 g 6.50 6.80 
500 g- 1kg 13.00 13.60 
1kg- 2 kg 21.70 22.70 


ADDRESSED ADMAIL 


S/L NDG Presort® 

Greater of: 

° per item 0.086 0.086 
+ per kg (based 
on total weight of 


mailing) 2.48 JESS 
or 
° per item 0.21 0.215 
PARCEL MAIL 


U.S. Small Packets - 
surface 


250 g or less 1.90 2.00 
250 g - 500 g 2.90 3.00 
500 g- 1 kg 5.10 5.30 


St. Pierre and Miquelon 
Small Packets - surface 


100 g or less 0.76 0.78 
100 g - 250 g 1.90 2.00 
250 g - 500 g 2.90 3.00 


500 g- 1 kg 5.10 5.30 


Description Current Rate ($) Proposed Rate ($) 
a 
PARCEL MAIL 
(continued) 


Other foreign Small 
Packets - surface 


100 g or less 115 1.20 
100 g - 250 g 2.10 2.20 
250 g - 500 g 3.30 3.45 
500 g - 1 kg 5.90 6.15 


U.S. Small Packets - air 


250 g or less 3.00 B15 
250 g - 500 g 4.45 4.65 
500 g- 1kg 7.00 7.30 


Other Foreign Small 
Packets - air 


100 g or less 1.80 1.90 
100 g - 250 g 3.30 3.45 
250 g - 500 g 6.50 6.80 
500 g- 1 kg 13.00 13.60 


U.S. Letter Packets 
500 g- 1 kg 7.00 7.30 


St. Pierre and Miquelon 
Letter Packets 
500 g - 1 kg 5.10 3:25 


All other foreign Letter 
Packets 
500 g - 1 kg 15.00 15.70 
1 kg -2 kg 30.00 31.40 


Description 


SPECIAL AND 
SUPPLEMENTARY 
SERVICES 


Cash on Delivery (COD) 


$100 or less of cash to 
be collected 

ea. add. $100 cash to 
be collected 


Registered Mail 


Domestic or U.S. 


Other foreign, incl. 
indemnity, per item 


Acknowledgement of 
receipt - domestic, 
requested at the time of 
posting 


Acknowledgement of 
receipt - domestic, 
requested subsequent to 
posting 


Acknowledgement of 
receipt - foreign 


Money Packets 


Domestic or U.S. 
250 g or less 
250 g- 500g 
ea. add. 500 g 
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Current Rate ($) 


2.10 


0.45 


(incl. indemnity 

of $100 or less) 
2.70 

(ea. add. $100, 

up to $1,000) 
0.37 


(excl. U.S.) 
Za 


0.62 


1.03 


0.62 


8.00 
12.00 
5.00 


Proposed Rate ($) 


PA I 


0.45 


(domestic - no indemnity) 
2.70 


(incl. U.S.) 
3.00 


0.65 


1.10 


0.65 


(domestic only) 
8.25 
12:35 
pe 


Description 


SPECIAL AND 
SUPPLEMENTARY 
SERVICES (continued) 


Redirection of Mail 


Request for a temporary 
redirection of mail to an 
address in Canada 
for ea. 4-month 
period 


Request for temporary 

redirection of mail to an 

address outside Canada 
for ea. 4-month 
period 


Domestic redirected mail 
first class parcels 
fourth class parcels 


Parcels originally posted in 


a country outside Canada 
and to be redirected to a 
country outside Canada 


Undeliverable Mail 
Domestic, second class, 


not bearing an 
endorsement indicating 


that return postage will be 


paid by the sender 
(wrapper or cover only 
returned) per item 
30 g or less 
30 g - 500 g 
over 500 g 


Current Rate ($) 


15.00 


15.00 


Applicable Parcel Mail 
Rate 


Surface Parcel Rate 


0.48 
Applicable 1st Class Rate 
Applicable 4th Class 
Parcel Rate 


Proposed Rate ($) 


(for a 4-month period) 
15.00 
(for ea. subsequent 
4-month period) 
7.50 


(for a 4-month period) 
15.00 
(for ea. subsequent 
4-month period) 
7.50 


By agreement 


By agreement 


0.49 
Applicable 1st Class Rate 
By agreement 


Description 


SPECIAL AND 
SUPPLEMENTARY 
SERVICES (continued) 


Undeliverable Mail 
(continued) 


Endorsement of 
forwarding address on 
direct admail - domestic, 
per item 


Parcels undeliverable in 
and returned from other 
countries 


Parcels posted in other 
countries 


Parcels to foreign 
countries other than the 
UES 


Deficient Postage 
Forwarding to the 


addressee of a deficient 
postage item, per item 
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Current Rate ($) 


0.19 


Applicable Surface Parcel 
Rate 


Applicable Surface Parcel 


Rate, less terminal charges 


Surface Parcel Rate 


0.38 


Proposed Rate ($) 


0.20 


By agreement 


By agreement 


By agreement 


039 


u Regular mail currently refers to domestic or U.S. first class mail not more 
than 24.5 cm in length, 14 cm in width and 5 mm in thickness. Canada Post 
proposes to increase the maximum width to 15 cm. 


2 Standard domestic mail, in addition to the maximum size of any regular mail, 
must also conform to minimum and maximum length-to-width ratios. Also, 
certain articles, such as bottlecaps and seeds, may not be enclosed in standard 


mail. 
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3 More than 30 g but not exceeding 50 g. A similar interpretation of weight 
class limits holds throughout the table. 


“ Oversize mail refers to mail exceeding the maximum dimensions for regular 
mail, that is, greater than 24.5 cm in length, 14 cm in width (proposed to be 
increased to 15 cm) or 5 mm in thickness. In order to qualify as first class 
letter mail, the item cannot be larger than 38 cm in length, 27 cm in width 
and 2 cm in thickness. 


> U.S. here and throughout the table means mail for delivery in the United 
States, its territories and possessions. 


6 S/L NDG Presort refers to mail given a prior sort, according to the first half of the 
postal code, by the mailer in order to qualify for incentive rates. These requirements 
are set out in the National Distribution Guide (NDG) produced by Canada Post. 
"S/L" or "short and long" refers to the minimum and maximum allowable dimensions 
of the letter-type mail, effectively identical to standard mail. 


APPENDIX 3 


| ee | Postal Services Le Comité de réexamen 
Review Committee du service postal 


NOTICE 


PSRC-Public Notice 1989-01. The Postal Services Review Committee has 
received a proposal from the Canada Post Corporation which would: 


Increase postal rates for various types of mail including: 
First class domestic letters (a 1¢ increase for letters up to 30 grams) 
International letter post items (letters, postcards, small and letter packets 
to the U.S. and other foreign countries) 
Direct mail advertising 
Certain special services (Cash on Delivery, Registered mail to foreign 
countries other than the U.S. , acknowledgement of receipt of any 
Registered mail) 
Literature for the blind by air mail outside Canada and the U.S. 
Printed papers outside Canada 
Domestic money packets 


Reduce the charge for temporary redirection of mail for each 4-month 
period after the initial period. 


Revoke the regulations for the following: 
© Domestic counter parcels (both first and fourth-class) 
@ Parcels over | kg to the U.S. (surface) and to other foreign destinations 
(both surface and air) 
® Mail to and from Canadian Armed Forces outside Canada 
© Christmas period greeting cards 
® Incentive letter mail 
® Aerogrammes 
® Certified mail 
Electronic mail (Envoypost, Telepost, Intelpost) 
Money Orders 
Money packets to the U.S. 


Replace the Prohibited Mail and the Materials for the Use of the Blind 
Regulations by new regulations. 


Make various other amendments to existing regulations. 


The complete proposal and supporting documents are available for public 
inspection during normal business hours at Canada Post’s divisional offices in 
Halifax, Quebec City, Montreal, Ottawa, Toronto, London, Winnipeg, 
Edmonton and Vancouver, and its main post offices in St. John’s (Nfld.), 
Charlottetown, Saint John (N.B.), Regina, Yellowknife and Whitehorse. As 
well, the proposal may be viewed at the office of the Postal Services Review 
Committee, Suite 500, 473 Albert Street, Ottawa, Ontario, 


Any interested person or organization who wishes to comment on the proposal 
may do so by sending a letter of comment to the Executive Director, Postal 
Services Review Committee, Suite 500, 473 Albert Street, Ottawa, 
Ontario, K1R 5B4. The letter of comment should clearly state the views of the 
writer and include any relevant information useful in explaining or supporting 
those views. 


The Committee will also be present in the following cities, commencing at 
9:00 a.m. on each day, to receive the views of the public on the merits of the 
proposal: 


Date City Location 

August 23 Halifax World Trade and 
Convention Centre 

August 24 Montreal Hotel Bonaventure 

August 25 Montreal Hotel Bonaventure 

August 28 Winnipeg The Westin Hotel 

August 29 Edmonton Ramada Renaissance Hotel 

August 30 Vancouver Hotel Vancouver 

August 31 Vancouver Hotel Vancouver 

September 6 Toronto L’'Hotel 

September 7 Toronto L‘Hotel 

September 11 Ottawa Radisson Hotel 

September 12 Ottawa Radisson Hotel 


Any interested person or organization who would like to appear before the 
Committee must send a notice of this intention to the Committee at the above 
address. This notice must clearly state the name, mailing address and telephone 
number of the person or organization, along with their views regarding the 
proposal and any relevant information useful in explaining or supporting those 
views. The notice must also indicate the location at which the person or 
organization intends to participate and the official language in which they wish 
to be heard. 


Letters of comment or notices indicating an intention to appear before the 
Committee must be received on or before August 16, 1989. 


For further information on the procedures to be followed at the public 
consultation or to obtain a copy of the Committee’s procedural guidelines, 
please contact Norma McAuliff at (613) 952-4076. 


act Helen M. Hardy 
Canada Executive Director 
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APPENDIX 4 


PARTIES APPEARING BEFORE THE COMMITTEE* 
IN ORDER OF APPEARANCE 

Darrell Tingley and Geoff Bickerton, Canadian Union of Postal Workers (National) 
Harold Geltman 
Louise Craig, Hudson Gazette 
J. Una Johnstone 
Max Saper, Saper Agencies 1978 Ltd. 
Nancy Gale 
Arthur Alan de Jardin 
Margaret Crowle, Consumers’ Association of Canada, Saskatchewan Branch 


Jim Crowell and Wendy Vandersteen, Canadian Union of Postal Workers (Edmonton 
Local) 


Audrey Bath, Alberta Federation of Labour 

Ruth Wood, Consumers’ Association of Canada, Alberta Branch 

Brian Charlton, Canadian Union of Postal Workers (Vancouver Local) 

Mark MacDougall, Canadian Union of Postal Workers (Fraser Valley Local) 

Paul E. Thiele, Charles Crane Memorial Library, University of British Columbia 
George Stevens, Federal Superannuates National Association 

Arleigh B. Haynes 

Geraldine P.M. Braak, Canadian Council of the Blind (National) 

Stan Bradshaw, Canadian Council of the Blind (British Columbia/Yukon Division) 


Glenn C. Smith, United Parcel Service Canada Ltd. 


1 


James Sanders and Helen Perry, Canadian National Institute for the Blind 


Ralph Hancox, Pietro Molino and Kathleen M. Rowe, The Reader’s Digest Association 
(Canada) Ltd. 


Don Boudria, Member of Parliament for Glengarry-Prescott-Russell 


Edward J. Lane, Canada Post Corporation 


* In addition, the Committee received 56 letters of comment from interested 
parties, including 11 letters which had been sent directly to Canada Post. 
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APPENDIX 5 


KEY DEFICIENCIES IN CANADA POST’S PRODUCT COSTING METHODOLOGY 


As stated in Chapter II, after a careful review of the Thorne Ernst & Whinney report 
(the Thorne report) the Committee concluded that it agrees with much of the general 
approach to costing employed in Canada Post’s Annual Cost Study (ACS). However, 
the Thorne report served to highlight some key deficiencies in the costing procedures. 
These are commented upon below. 


tk. Input Data Reliability 


A determination of product volumes lies at the basis of all cost allocations 
performed in the ACS. If the determination of product volumes is not reliable, 
then all product costing results become suspect. 


The Thorne report states that Canada Post’s existing corporate volume systems 
do not allow full reconciliation of the recorded volumes and associated revenues 
to corporate audited revenue. It identifies nine information sources which it 
calls essential for a proper determination of product volumes. In fact, there are 
at least 27 sources from which the ACS must piece together its product volumes 
and revenues. Most of these data bases are assembled for purposes other than 
product costing, without apparent consistency and coordination. One of the 
nine "essential" sources is a one-time sample of four months of parcel volumes 
in 1983 and 1984. 


In reconciling product volumes and revenues with audited revenues, the ACS 
distinguishes between products for which "direct" sources are available (such as 
statements of mailing for incentive letters) and others. The "direct" sources are 
assumed to be completely reliable. It is indicative of ACS’s input data 
reliability that, in order to achieve reconciliation with audited revenues, the 
"other" revenues had to be adjusted by 28.4%, representing $610 million. 


je Timeliness of the Annual Cost Study 


Canada Post’s most recent Annual Cost Study, completed in mid-1989, refers to 
its activities in fiscal year 1987-88. The Corporation has undergone substantial 
changes since then, both in terms of its array of product offerings and its 
profitability (from a loss of $38 million in 1987-88 to a profit of $96 million in 
1988-89). 


While forecasting volumes, revenues and costs will always require assumptions 
on future developments, the fact that the ACS which underlies the projections 
lags a full year behind the most recently completed fiscal year renders the 
results significantly out of date. 


ihe 


Adherence to the Fundamental Concept of Incremental Cost 


An Appendix to the Thorne report correctly defines incremental cost as "the 
amount of cost that would disappear if an individual product or group of 
products was not provided." Adhering to this definition in the identification of 
the incremental cost of a product is the fundamental challenge of a product 
costing excercise. 


In large measure, the ACS purports to meet this challenge by identifying the 
various products which cause an activity to take place and by then distributing 
the cost of that activity proportionately to the various products. In some cases, 
such a procedure may correctly identify the costs which would not be incurred if 
the product were not offered, but this is by no means generally true. A careful 
reading of the Thorne report suggests that the ACS has not confronted the 
fundamental challenge in the identification of incremental product costs. 
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APPENDIX 6 


OTHER CONSIDERATIONS IN THE REVIEW OF 
THE DEREGULATION PROPOSALS 


Introduction 


This Appendix provides additional background analysis which the Committee 
considered in its review of Canada Post’s proposals to deregulate counter-parcel 
mail and money order fees, and in its review of the new unregulated product, 
Special Lettermail. The Appendix provides further information on the degree 
of competition for these three products. 


This information has assisted the Committee in reaching its conclusions and 
recommendations in Chapter IV of the report. 


Counter Parcels 


Private sector parcel delivery is dominated by two parcel firms, plus the regional 
bus companies. The two firms are United Parcel Service (UPS) and Canpar, a 
division of Canadian Pacific. Many other firms deliver parcels; however, these 
tend to be courier services offering a premium service distinctly different in both 
quality and price. 


In examining private sector alternatives, the relevant comparison is with 
competitive "ground" services. Companies such as UPS and Purolator offer both 
"ground" and “air” service. "Ground" service uses surface transport only. "Air" 
services are typically more expensive premium, courier services. 


The key question in the deregulation of counter parcels is whether there is 
competition for household-originated parcel delivery. Whether competitors 
deliver to households is a subsidiary question. 


Purolator ground service is not a competitor in the market for household- 
originated parcels. Purolator’s prices average over twice those of Canpar and 
UPS, and it offers, within province, guaranteed next-day delivery before noon. 
It is therefore a premium, courier-type service. Competition between Purolator 
and parcel delivery companies, such as UPS, may however occur in bids for 
large institutional contracts. 


UPS and Canpar include insurance and proof of delivery in their charge, while 
Canada Post charges extra. Once these charges are accounted for, UPS and 
Canpar prices are competitive with Canada Post’s, both Ist Class and 4th Class. 


fae 


For example, from Vancouver to Toronto, the rates for a 1 kg package, insured 
for $100, with proof of delivery and home delivery costs, are: 


Canada Post 1st Class $ 6.75 
Canada Post 4th Class $ 4.45 
UPS $ 3.09 
Canpar $ 6.24 
Greyhound $ 8.95 
Loomis (Courier) $20.07 
Purolator $22.00 


The price for UPS excludes a pick-up fee, if applicable. The Greyhound charge 
includes $3.00 for home delivery. The Canpar and Loomis rates exclude a $5.00 
fee if trace and proof of delivery are required. Canada Post does not offer 
delivery to the home where lockboxes and community mail boxes are the mail 
delivery mode, while Canpar and UPS include this service in the price. 
Otherwise Canada Post makes one attempt to deliver and then cards the item, 
while most other companies make three attempts. 


UPS’s prices are generally higher than Canada Post’s 4th Class commercial 
parcel rates, but lower than Canada Post’s 4th class counter parcel rates. 


Rural and small town service by parcel delivery companies and bus companies 
seems complete in the areas they serve. However, service is not universal for 
many of these companies. 


UPS parcel service by ground is restricted. According to UPS, its domestic 
ground service is not available to 20% of the population. 


From a national perspective, Canpar is the only private sector alternative. 
Canpar has a much wider license to operate than does UPS. However, Canpar 
is positioned for commercial parcels. It is not well set up to pursue the home 
market. For example, its terminals do not usually offer customer pick-up. The 
assumption is that the customer will want delivery. However, householders may 
not be at home during business hours, and may prefer pick-up from a service 
counter. Although Canpar will deliver a parcel to any address reachable by 
road, it is questionable whether they will pick up a parcel from anywhere. Lack 
of universal coverage has been a point of debate in provincial licence 
applications by UPS, where Canpar has acted as an intervenor. Canpar’s 
national service network is oriented towards business traffic. 


UPS intends to eventually serve every address in Canada by its ground service, 
regardless of whether it is a business or a private household. It has applied for 
provincial licences in all provinces, but it has not yet received them. 
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Household-originated parcels currently comprise only a small proportion of 
revenues for parcel companies, but a substantial portion of parcel revenue for 
bus companies. For example, Voyageur Parbus, operating in Quebec and 
Ontario, attributes 40% of its revenues to household-originated parcels. In 
comparison, Canpar’s appears to be less than 5%. Canpar describes itself as 
targeted at "business to business" parcels. UPS receives approximately 10% of 
its parcels over the counter and only a portion of these are likely to be from 
households. Households are unlikely to be using UPS pick-up services in great 
numbers, although the service is open to them. 


Private sector parcel services are not currently very accessible to household 
users who are probably unaware of their presence. For example, in many major 
cities, UPS is not listed in the Yellow Pages of the city’s telephone directory. 


Access to the United States through private parcel services is limited. UPS 
offers complete service to the United States but, as noted above, is not currently 
permitted to serve all Canadian addresses. Canpar accepts parcels destined for 
the United States, but only from account holders. A household can become an 
account holder at the price of $10.00 (which includes pick-up from the home for 
a two-week period). Bus companies will not accept international parcels. 


The bus companies have an extensive network, but are limited in their capacity 
to the unused space in the cargo holds of their buses. A significant increase in 
business would exceed their capacity. This problem is encountered even now 
during the Christmas period. In the event that Canada Post were to raise prices 
significantly, the bus companies alone would be unable to provide effective 
competitive discipline because of capacity constraints. 


Money Orders 


Indications are that the major users of postal money orders are low income 
individuals and rural residents. A 1972 study in the United States! found that 
44% of those in the lowest income category made frequent use of money orders, 
while only 20% of those in the highest income category made use of money 
orders. Research also showed a higher per capita use of money orders in rural 
post offices. Canada Post has acknowledged that the income-related inferences 
may also pertain to Canada. 


Rural residents are less likely to have access to alternatives. The Canadian 
Union of Postal Workers, in its submission in Halifax, stated that Canada Post 
has facilities in 2,500 communities where there are no banks. 
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Many Canadians do not have bank accounts. These families will often rely on 
money orders if they must transfer funds. In a 1984 survey, Statistics Canada 
found that 9.6% of families, and 16.4% of individuals living on their own, have 
no bank account. It would be reasonable to expect that these families and 
individuals are largely low-income or rural individuals. 


The difficulties low-income individuals have in acquiring a bank account are 
documented in a study by the National Anti-Poverty Organization.2 Reasons for 
not having a bank account include: service fees, the inability to provide 
Satisfactory identification, and other barriers erected by banks to avoid high- 
cost, low volume accounts. 


Postal money orders are cheaper than most alternatives. Bank and trust 
company fees for a $100 money order range from $2.00 to $5.00, compared with 
$1.00 for the post office. 


The most competitive alternative to postal money orders is provided by private 
store-front cheque cashing services. Moneymart, the major Canadian firm in 
this business, offers a $100 American Express Travellers cheque, which can fill 
the same function as a money order, for 79¢. However, private individuals 
receiving travellers cheques will encounter additional fees or difficulties in 
cashing them. Bank account holders may face service fees, and non-bank 
account holders may have difficulty cashing the cheque (the same difficulty as 
cashing any cheque). The locations of private cheque cashing services are 
restricted to low-income neighbourhoods in major Cities. 


Chief uses of money orders are to send money to relatives and friends, pay 
utility bills, and pay for mail order purchases. 

In its 1987 Recommended Decision, the United States Postal Rate Commission’ 
rejected some fee increases in money orders on the grounds that accessibility to 
financial services for lower income people should be maintained. The 
Commission recommended that the U.S. Postal Service proposal to raise fees for 
money orders be accepted, with two significant exceptions: that the rate on the 
lowest category of money order (under $25) not be increased, and that the 
ceiling on the lowest category be raised to $35. 


This was done "because of the impact of a rate increase upon the poor, who are 
the principal users of the lower money order increment. Maintaining the rate 
at 75¢ and increasing the minimum to $35 provide a significant benefit for those 
who use money orders because they cannot afford other methods of conducting 
financial transactions." 


Although Canada Post has refused to state its revenues from money order fees, 
the amounts involved are likely to be relatively small. Rapid adjustments to 
market changes are therefore unlikely to be critical. 


Special Lettermail 
Canada Post characterizes Special Lettermail as: 


... an unfeatured courier product positioned between Priority Courier 
and regular letter mail in price and service. Special Lettermail is 
designed to meet the individual needs of the customer and has a 
designated processing stream for expedited service. 


At the Committee’s public consultation in Ottawa on September 12, 1989, CPC 
submitted: 


There is a market that exists out there for [the Special Lettermail] 
product; it exists in the form of other courier companies having 
products such as Puroletter and Express Mail for Federal Express, so 
it’s the same idea. 


A review of rates offered by courier competitors does not lead to the conclusion 
that they compete with Canada Post’s Special Lettermail. A Puroletter costs 
$10.99. In addition, non-business users will find the Puroletter relatively 
inaccessible. Purolator does not discount the Puroletter service under any 
circumstances. Any lower rates refer to its parcel service. A letter may be sent 
as a parcel, but the ground service is slower, and has no guaranteed delivery 
time outside a province. 


On its bulk discounts for parcels shipped by ground, Purolator’s lowest 
published rates are, for example, $2.68 within Ontario for a customer with a 
daily volume over 150 pieces. This rate rises for out-of-province pieces. The 
bulk rate from Ontario to British Columbia is $13.53, at which point it is more 
advantageous for a letter to be sent at a $10.99 Puroletter rate, even for bulk 
mailers. 


In addition to regular bulk discounts for parcels, Purolator has special contracts 
with exceptionally large mailers, such as federal and provincial governments. 

The lowest price was quoted in a current public tender to the Ontario 
Government. The rates quoted were for ground service, and reflected the high 
expected content of within-province parcels from the government. Again, the 
parcel ground service is slower over Out-of-province distances, and does not then 
guarantee delivery time. 


"We do not discount the Puroletter or the Puroletter Plus 
product. ... Minimum rates in the [Ontario Government] 
tender were approximately $1.65 to $1.75 per piece, and were 
based on the expected in-province content of the Government 
of Ontario’s mail volumes. In addition, these are rates for our 
ground service . . . which is only effectively competitive with air 
service on distances of less than 500 miles." (Mr. Jim Wilson, 
President, Purolator; telephone interview, September 12, 1989.) 
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Envelopes may be sent as a parcel. Parcel delivery companies provide service 
that is comparable in price, but not in convenience. Of the two major 
companies, United Parcel Service (UPS) and Canpar, UPS is generally the most 
inexpensive. For example, the lowest rate (for a parcel up to 1 Ib.) is $1.90 to 
$2.75 depending on the distance. However, this service is not comparable in 
either speed of delivery, or in convenience for pick-up for most mailers. The 
UPS service is by way of ground transport, and requires much longer time of 
delivery for out-of-province mail. Delivery time is not guaranteed. Unless the 
customer pays extra for regular parcel pick-up ($4 per week), the letters must 
be taken to UPS’s operating facility in the city. 


Opinion Research Corporation, How Household Customers View the U.S. Postal 
Service: A National Survey Conducted for the Office of Market Research, Customer 
Services Group, USPS; Volume III, Marketing Issues, 1972. 


Statistics Canada, The Distribution of Wealth in Canada, 1984; Bulletin No. 
13-580, 1986. 


National Anti-Poverty Organization, Second Class Money: A Study of Low- 
Income Canadians’ Access to Financial Services, 1987. 


United States Postal Rate Commission, Opinion and Recommended Decision, 
1988, Volume I, page 772. 
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